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SECTION 1

COMPILATION OF FINDINGS AND RECOMMENDATIONS
FOR IMPROVING GOVERNMENT OPERATIONS

This section of the Appendix contains a compilation
of General Accounting Office findings and recom-
mendations for improving Government operations
relating for the most part to fiscal year 1970.

The compilation is organized so that the findingsand
recommendations are identified with and grouped
generally on the basis of functional areas of the Govern-
ment’s operations, regardless of the agencies involved.
Because findings developed in one agency frequently
have-application in others, this arrangement facilitates
consideration of all findings in each functional area
in all agencies.

The purpose of the compilation is to provide a con-
venient summary showing, by functional areas, the
opportunities for improved operations which have been
identified by the General Accounting Office in carrying
out its audit responsibilities. These responsibilitiesare
derived from the Budget and Accounting Act, 1921,
and other laws which require independent examina-

tions of the manner in which the Government agencies
are discharging their financial responsibilities.

The compilation summarizes the corrective actions
taken by the agencieson the recommendations. Certain
of these actions involve changes made in policies and
procedures through the issuance of revised directives
and instructions. The effectiveness of these actions is
dependent on the manner in which the directives and
instructions are implemented and on the adequacy of
the supervision and internal reviews of the operations.
For this reason, to the extent deemed appropriate, it
is the policy of the General Accounting Office to review
and evaluate the effectiveness of corrective actions
taken by the agencies.

The back of Section I, beginning on page 123, con-
tains indexes of (1) agenciesto which the findings and
recommendations relate and (2) the applicable Fed-
eral budget functional classifications. The contents also
shows the Federal budget functional classification.
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FEDERAL PROGRAMS

Agricultural Commodity Programs

1. Sugar Marketing Quotas.— The Agricultural
Stabilization and Conservation Service, Department of
Agriculture, is responsible for administering sugar
marketing quotas established by the Sugar Act of 1948,
as amended. During the 6-year period from 1963
through 1968, annual marketings of sugar by domestic
producers ranged from 225,000 tons to 913,000 tons—
about 4 to 13 percent—below the quotas authorized
by the act.

These substantial deficits in domestic marketings
developed because continuing, long term deficits had
occurred in two domestic sugar-producing areas—
Puerto Rico and the Virgin Islands. GAO was in-
formed that other domestic areas could provide for the
unfilled quotas; however, the Sugar Act requires that
unfilled domestic quotas be allocated to foreign
countries.

GAO estimated that had the 1968 Puerto Rican and
Virgin lIslands’ deficits been allocated to the domestic
sugarcane and sugar beet areas in proportion to their
1968 marketing quotas, domestic producers could have
realized additional gross income of about $62 million
and that the 1968 outflow of dollars for sugar imports
could have been reduced by about $89 million.

In view of the significant benefits which could be
achieved, GAO recommended that the Congress in
its extension of the legislation—which expires on De-
cember 31, 1971 —consider modification of the deficit
allocation provisions of the Sugar Act of 1948, as
amended, to enable the Secretary of Agriculture to
allocate continuing, long term deficits of a domestic
area to other domestic areas rather than to foreign
countries.

The Secretary of Agriculture agreed with GAQO’s
findings and stated that consideration should be given
by the Congress to enabling the domestic areas to
market a substantially larger proportion of the national
requirement than is possible at present. (Reportto the
Congress, B—118622, Sept. 23, 1969)

2. Constitutions of Farms Under the Sugar
Program.— In a review of the constitution of farms

under the U.S. sugar program administered by the
Agricultural Stabilization and Conservation Service
(ASCS), Department of Agriculture, GAO found
instances where farms were considered as separate
farms for subsidy payment purposes although they
should have been considered, according to ASCS
guidelines, as single farms because of common owner-
ship and operation. Because of the sliding scale method
of computing subsidy payments, farmers received
larger payments for the separately constituted farms.

Also, under the national sugar beet acreage reserve
program, which was designed to encourage new
growers to produce sugar beets, more reserve acreage
was allotted in some cases to the separate farms than
would have been allotted to a single farm. Thus, fewer
acres were available for other new growers.

In six of the seven States in which GAO made a
review, neither State nor county offices and committees
had been making adequate reviews of farm constitu-
tions. In response to GAO recommendations, the Ad-
ministrator, ASCS, proposed certain actions, such as
annual reviews of farm constitutions by county com-
mittees, spot checks by State officials, and annual
summary reports to the States and Washington. GAO
believes that these actions will, if effectively imple-
mented, significantly improve the administration of the
sugar program and minimize improper farm constitu-
tions. ASCS officials also informed G.40 that any over-
payments would be recovered where appropriate.

The Congress has shown increasing interest in direct
payments to farmers, and, in particular, in a proposed
limitation on individual farm payments. Since the
difficulties involved in determining what constitutes
a farm would be inherent in any program to limit indi-
vidual farm payments, the Congress may wish to con-
sider GAQO’s findings during its further deliberations
regarding this matter. (Report to the Congress, B—
118622, Mar. 4, 1970)

3. Storage of Perishable Commodities. —GAO
believed that the Commodity Credit Corporation
(GCC) could achieve economies by eliminating an
extra handling of bulk butter purchased under the
price-support program.
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Before being purchased, the butter was stored in
CCC-approved commercial warehouses. Generally, the
butter was retained at the same warehouses after pur-
chase, but was transferred from the vendors’ coolers or
freezer space to public freezer space used by CCC.
CCC paid transfer charges to the warehousemen on
such transfers, which amounted to about 77 million
pounds in fiscal year 1969.

Inasmuch as the butter was offered for sale to CCC
shortly after it arrived at the warehouses, it appeared
that the butter could have been placed in public freezer
space upon arrival at the warehouses. This would have
eliminated an extra handling.

After GAO expressed the belief that the extra han-
dling should be eliminated, CCC announced in Decem-
ber 1969 a change in the program to encourage sellers
to move butter directly into public freezer space and
thereby avoid unnecessary handling costs. (Report to
the Executive Vice President, CCC, Sept. 24, 1969)

4. Shipments of Perishable Commodities.— In
August 1966, GAO reported that the Commodity
Credit Corporation (CCC) could realize savings in its
rail transportation costs by eliminating excessive pro-
tection on shipments of certain perishable commodities
without risking spoilage or deterioration of the com-
modities. GAO estimated that, during a 1-yearperiod,
CCC could have saved about $2 19,000 in transporta-
tion costs for butter and cheese if it had required pro-
tective services comparable to those which a commer-
cial shipper would have required. Additional savings
might also be available on shipments of other perish-
able commodities.

The Executive Vice President, CCC, agreed that an
evaluation should be made of the protective services
required. An evaluation was completed in 1968 and
new guidelines were adopted. The protection specified
by the new guidelines is considerably less than that
previously required and is similar to the protection
provided by commercial shippers. GAO estimated that
CCC, by following the new guidelines, had saved
about $136,000 in transportation costs in fiscal year
1969 on butter and cheese shipments and an indeter-
minable amount on shipments of other perishable
commodities. (Report to the Congress, B-114824,
Aug. 10, 1966)

5. Distribution of Government-Donated Com-
modities t0 Public and Nonprofit Institutions.—
GAO’s review in two States of the institutional portion
of the commodity distribution program administered

4

by the Food and Nutrition Service (FNS), Depart-
ment of Agriculture, and by State distributing agen-
cies within the States, showed that all eligible institu-
tions were not given an opportunity to participate in
the program and that FNS needed to strengthen its
administration of the program.

Eligible institutions were not given an opportunity
to participate because neither FNS nor the State dis-
tributing agencies had established policies and proce-
dures for periodically providing public and nonprofit
institutions not participating in the program with in-
formation concerning eligibility requirements, benefits,
and procedures for applying. GAO believed that a sub-
stantial number of needy persons whose diets could be
supplemented through the program might be residing
in eligible nonparticipating institutions which should
be given an opportunity to participate.

Various weaknesses in administering the program
existed at the State level, including an inadequate de-
termination of the eligibility of institutions and of the
number of needy persons within institutions eligible
to participate in the program. These problems resulted
principally from the limited efforts devoted to the
program by the FNS regional office and from FNS
not having provided the State agencies with adequate
written instructions for program administration.

The Administrator, FNS, agreed with these findings
and informed GAO of various actions that would be
taken to improve program operations. (Report to the
Administrator, FNS, Oct. 13, 1969)

Air Safety

6. General Aviation Accidents.— Reports issued
by the National Transportation Safety Board indicated
that, in most instances, pilot error was a cause in gen-
eral aviation accidents; ie., accidents involving private
aircraft or commercial aircraft under 12,500 pounds.
Because sufficient information was not available within
the Federal Aviation Administration (FAA), Depart-
ment of Transportation, GAO recommended that FAA
make a general study to determine (1) why so many
errors are made by general aviation pilots, (2) the
necessary corrective measures, and (3) the availabil-
ity of flightinstructors needed to implement a periodic
flight instruction and proficiency check program for
general aviation pilots.

Also, because of significant delays encountered in
processing proposed new or amended rules and regu-
lations for promoting the safety of air commerce,



GAO suggested that the Administrator, FAA, imple-
ment procedures that would require the FAA Regula-
tory Counsel to monitor the time required to process
such proposals. In lieu of this suggestion, the Adminis-
trator proposed a program providing for the office of
origin to monitor individual rulemaking projects.
GAO concurred in the Administrator’s proposal and
recommended that he evaluate the results of the pro-
gram within a year after its inception. (Report to the
Secretary of Transportation, B-164497, Apr. 3, 1970)

Comprehensive Health Planning and
Services

7. Computerizing Patients’ Health Records. —
The New York University Medical Center was mak-
ing slow progress in its efforts to develop a computer-
ized system for the retrieval, collation, and consolida-
tion of the available medical information and history
of the patients served by an HEW-supported project
for providing comprehensive health care and services
to school and preschool children in low income families.

About $1.5 million had been made available through
March 1970 for the medical records retrieval center
operations.

As of January 1968—20 months after the project be-
gan—only 1,200 patients’ medical records had been
computerized. For the most part, these records were
incomplete. This level of achievement was, in GAO’s
opinion, attributable to inadequate planning on the
part of the grantee and the grantor agency and to the
absence of a feasibility study.

I'n response to GAQO’s recommendations, the Health
Services and Mental Health Administration, Depart-
ment of Health, Education, and Welfare, began de-
veloping new procedures and guidelines applicable to
health projects for children and youths which would
require that feasibility studies be made for any pro-
posed major applications of computer technology. (Re-
port to the Administrator, Health Servicesand Mental
Health Administration, Feb. 24, 1970)

Disability Compensation Benefits

8. Disability Compensation Payments to Phys-
ically Impaired Federal Employees.—GAQO’s exami-
nation of 551 disability compensation awards totaling
about $2 million to Federal employees permanently dis-
abled in the line of duty showed that a number of the
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awards were either not determined in accordance
with the Department of Labor’s prescribed standards
and regulations or were not determined on a uniform
basis. In a number of other cases, GAO could not as-
certain whether prescribed standards had been fol-
lowed because the files lacked information as to how
the awards were computed.

Also, the Department had not issued instructions
providing for a systematic review of claims to insure
that uniform procedures were followed by its field of-
fices. As a result, claims were not handled on a con-
sistent basis.

The Secretary of Labor agreed to adopt GAQO’s pro-
posals that the Department (1) reemphasize to the
claims examiners the need to obtain adequate support
before approving claims and to provide for an inde-
pendent review of awards, (2) establish a standard
method of computing awards for certain physical im-
pairments, and (3) issue instructions which would
require approval of awards by Assistant Deputy Com-
missioners where the claims examiners disagree with
any aspects of the recommendations of the District
Medical Director. (Report to the Assistant Secretary
for Administration, Department of Labor, Mar. 20,
1970)

Economic Development Assistance

9. Coordination and Review of Activities.— The
Economic Development Administration (EDA), De-
partment of Commerce, awards contracts under the
Public Works and Economic Development Act of 1965
to certain universities and private organizations under
the administration of a “University Center” to provide
various types of technical assistance services within
specific geographic areas. In several instances EDA
had approved technical assistance projects to be car-
ried out by organizations not subject to administration
by a university center which appeared to be similar in
nature to the types of projects administered by the uni-
versity centers. In GAQO’s opinion, some of these proj-
ects could possibly have been administered by the
centers under their existing contracts. Consequently, it
was suggested that there was a need for coordination
to insure maximum utilization of the capabilities of
the centers.

Also, in progress reports submitted to EDA, one
university center reported a higher number of jobs
saved or created by companies which had received as-
sistance from the center than had actually been saved
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or created. This suggested a need for monitoring the
activities of the centers.

EDA informed GAO that procedures to evaluate
the relevance and effectiveness of the university center
program would be adopted and that it had established
a uniform reporting system to measure benefits on a
comparable basis. (Report to the Assistant Secretary
for Economic Development, Oct. 16, 1969)

10. Control Over Undisbursed Funds at End of
Grant Period. —The Economic Development Admin-
istration (EDA), Department of Commerce, had no
way of determining whether grant funds retained after
the expiration of a grant period were subsequently dis-
bursed or otherwise accounted for. GAO therefore
recommended that EDA require grantees to continue
submitting financial reports after the expiration of a
grant period until all funds have either been disbursed
by the grantee or returned to EDA.

To demonstrate the need for continued reporting,
GAO brought to EDA’s attention a case in which a
grantee had been allowed to retain beyond the grant
period about $26,000 to pay an amount owed to a
subcontractor although the subcontractor had not sub-
mitted a final billing. EDA then determined that about
$4,000 was owed to the subcontractor and that about
$22,000 should be returned to EDA by the grantee.

In response to GAQO’s recommendation, EDA insti-
tuted control procedures whereby a final review of
expenditures is made when the grant is closed out and
the grantee is instructed to return unexpended Fed-
eral funds to EDA. (Report to the Assistant Secre-
tary for Economic Development, Oct. 16, 1969)

Economic Opportunity Programs

11. Project One Hundred Thousand for Enlisted
Military Personnel (Training To Qualify for Military
Service). — Project One Hundred Thousand (POHT)
is a continuing program developed by the Department
of Defense (DOD) in 1966 to accept for military serv-
ice men who previously would have been disqualified
under existing mental and physical standards. GAO
reviewed the program to obtain information on the
administration of its early phases and to identify areas
where corrective action would improve its effectiveness.

The Army had a marked degree of success in rela-
tion to the objectives of the program. However cer-
tain problem areas required continued attention by
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the Army to realize increased benefits from the pro-
gram. The more significant of these follow.

Many POHT individuals were not receiving
needed reading instruction because of insufficient
instructors and facilities.

Restructuring of certain regular training courses
to accommodate POHT individuals resulted in ad-
ditional investment in training aids and personnel.

There was a relatively high discharge rate for
certain individuals accepted under the Medically
Remedial Enlistment Program (MREP)—a pro-
gram which permits acceptance of men into the
Army with selected, correctable medical conditions.

Not all additional costs associated with the POHT
program were readily identifiable.

The reporting system contained deficiencies, par-
ticularly pertaining to recycling during training.
(Recycling is the requirement that an individual
repeat certain portions of training because he has
not met the standards of a particular phase of
training.)

To improve the effectiveness of the program, GAO

suggested that the Secretary of Defense take the neces-
sary action to:

Reevaluate the MREP to determine whether there
is a need to revise acceptance standards or exclude
individuals with certain physical defects from the
program.

Prevent acceptance of individuals into the MREP
who would require more than the prescribed ap-
proximate 6-week period of treatment.

GAO also suggested that the Secretary of the Army
take thc ncccssary action to:

Insure that adequate local implementing instruc-
tions are prepared governing the information re-
quired to be forwarded for use by management to
evaluate the POHT program.

Establish a system for obtaining more reliable cost
data for certain areas of training and other programs
operated specifically for POHT personnel.

DOD generally agreed and stated that the sugges-
tions contained in the report were helpful in improving
the management of the program. Regarding the
MREP, DOD advised that it would further evaluate
those conditions which had resulted in high separation
rates and lengthy periods of noneffective service time.
(Report to the Congress, B—164088, Dec. 8, 1969)



12. Project TRANSITION for Enlisted Military
Personnel (Training To Prepare for Civilian Life
After Military Service). — Project TRANSITION was
developed by the Department of Defense (DOD) in
1968 to provide educational and vocational training
designed to increase the chances for employment of
enlisted men in civilian life after separation from serv-
ice. As of March 31, 1969, 250 installations were par-
ticipating in the project. GAO reviewed the project at
the five military installations with the longest experi-
ence in the program to obtain information on admin-
istration of the program and to identify areas where
corrective action could reduce costs or improve effec-
tiveness. In view of the relative newness of Project
TRANSITION, GAOwas not in a position to express
an opinion on its overall effectiveness; however, it
found that certain improvements were needed if the
stated objectives of the program were to be attained.

Many enlisted personnel eligible to participate in the
program were not identified during their last 6 months
of service. Many others identified as eligible were not
contacted to determine if they wanted to participate.
Also, a large number of Career Plans Questionnaires,
which had been given to eligible servicemen. were not
returned to the local TRANSITION office.

DOD considers counseling to be the keystone of the
program. However, at three of the five installations
GAO visited, the counselors did not have descriptions
of the courses offered by the program nor adequate cur-
rent information on available jobs. Also, in many in-
stances the counselors were keeping inadequate records
of the assistance given to each serviceman. The criteria
used for determining needed training courses were in-
adequate in some instances. Other deficiencies were
noted in accounting for costs and in the recordkeeping
and reporting procedures.

GAO proposed that DOD take appropriate action to
correct the matters disclosed by the review.

Officials of the Office of the Secretary of Defense
were generally aware of the areas which needed im-
provement and advised GAO that corrective action
had been taken to strengthen the administration of the
program. (Report to the Congress, B—164088, Dec. 8,
1969)

13. Community Action Program Service Activi-
ties.—In September 1969 GAO reported that there
were wide variations in costs and performance of
service activities of Community Action Agencies
(CAA), which carry out at the local level the com-
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munity action program of the Office of Economic
Opportunity (OEO).

GAO further reported that the records used by OEO
provided little or no data on its function of stimulating
changes in social institutions.

Some of the more important findings were:

It cost about five times as much to maintain a
child in a full year Head Start program as in a
summer program. The programs are comparable in
a number of respects, but educational and behavioral
effects are uncertain.

Head Start generally was successful in attracting
the assistance of nonpaid volunteers from local com-
munities, in maintaining small class sizes, and in
providing medical and dental services for most of
the participants.

It cost on the average between $1,100 and $1,700
to maintain a youth in Upward Bound for a pro-
gram year. A relatively small percentage of partici-
pants dropped out of the program. Most continued
their education in secondary and postsecondary
schools.

The widest variation among projects in cost per
participant was found in the adult education and
training programs. In general, the effects of these
programs are uncertain. Program records indicate
a modest performance but are inconclusive.

Conclusions relative to the Legal Services pro-
gram were made difficult because of the absence of
any consistent definition of a participant in local
records and reporting. For this reason, it was im-
practicable to compute a participant’s cost or to
compare programs on this measure or any measure
involving participant data. Cost per legal problem
accepted ranged from about $30 to $125, and aver-
aged about $70. There were wide ranges in the
type of legal problems handled, with family prob-
lems generally predominating, followed by consumer
and employment cases.

Family Planning program activities varied widely,
from those simply providing referrals to non-OEO
funded activities to those providing information,
medical services, and contraceptives.

There have been problems in the design and
implementation of the Community Action Program
Management Information System (CAP MIS).
These problems have seriously undermined CAP
MIS usefulness as a means of monitoring, control,
oversight, assessment, or evaluation of Community
Action program activities by OEO national head-
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quarters. Some of these problems are associated with
the complexity of the system and consequent lack of
understanding by local personnel. Others center on
the question of the extent to which the system
actually meets management needs.

GAO suggested that (1) because data accumulated
under OEQO’s administration of the Upward Bound
program is of considerable value, and, in view of the
July 1969 transfer of Upward Bound from OEO to
the Department of Health, Education, and Welfare,
consideration should be given to maintaining a similar
data bank, (2) in its effortsto provide direction and
assistance to CAAs in evaluation of their results, OEO
should give adequate attention to criteria 2nd other
requirements for evaluating results of local initiative
programs, (3) local program data need to be accumu-
lated in a more orderly and consistent fashion, particu-
larly with respect to legal services, family planning,
direct employment, and the physical examination, re-
ferral, and treatment activities, and (4) purposes of
the CAP MIS should be more clearly defined, and
revisions to the CAP MIS should be related directly
to these purposes.

GAO was informed by OEO that the CAP MIS
was being improved and that many of the specific prob-
lems identified in the review were being corrected.
(Report to the Congress, B-130515, Sept. 26, 1969)

Employment Security Program

14. Servicesto Job Applicants and Employers.—
A review of selected policies, procedures, and practices
of the Manpower Administration, Department of
Labor (DOL), relating to the administration of the
employment security program in the States of Mary-
land, Pennsylvania, West Virginia, and at certain local
employment security offices in Ohio, revealed oppor-
tunities for improving services to job applicants and
employers.

DOL’s policies and procedures direct employment
security offices serving the same labor market area to
cooperate by exchanging information dealing with job
opportunities and the available labor supply within
their respective geographic areas. Such information
was not being exchanged, however, among employ-
ment security offices in the Bridgeport, Ohio-Wheeling,
W. Va,, and the Steubenville, Ohio-Weirton, W. Va,,
labor market areas. Consequently, the individual
offices were not able to apprise applicants and em-
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ployers of the total available job opportunities or labor
supply within the entire labor market area. A labor
market area consists of a central city (or cities) and
the surrounding territory within a reasonable com-
muting distance.

GAO recommended that DOL ascertain whether
West Virginia and Ohio employment security agencies
had executed written agreements prescribing informa-
tion exchange procedures to be followed by the em-
ployment offices in the Bridgeport-Wheeling and
Steubenville-Weirton labor market areas and that
DOL make a review to ascertain whether the require-
ments of any such agreements were being carried out
and whether applicants and employers were receiving
appropriate services. (Report to the Secretary of
Labor, B-133182, June 1,1970)

15. Criteria for Closing State Employment
Security Offices.—The Department of Labor (DOL)
had criteria for determining whether full-time, year-
round employment security offices should be opened,
but had no criteria for determining whether these
offices should be closed. On the basis of the criteria for
opening such offices, GAO identified several offices
whose activities did not appear sufficient to warrant
their retention on a full-time basis. It was recom-
mended that DOL establish and apply to all State em-
ployment security offices criteria on when offices should
be closed or their operations curtailed. (Reportto the
Secretary of Labor, B-133182, June 1, 1970)

16. Acquisition of OfficeSpace for State Employ-
ment Security Offices.—The Department of Labor’s
Manpower Administration did not require State em-
ployment security agencies to compare the cost of
acquiring office facilities for long term use under rental-
purchase arrangements with the cost under leasing
arrangements, although administration officials indi-
cated that rental-purchase arrangements generally
were more advantageous to the Government. In ac-
quiring office facilities, the Pennsylvania employment
security agency considered the advantages of rental-
purchase arrangements; the Maryland employment
security agency entered into long term leases; and a
West Virginia State agency, on behalf of the employ-
ment security agency, entered into 1-year leases which
were extended from year to year. West Virginia State
officials believed that State law precluded the use of
rental-purchase arrangements.

GAO recommended that DOL (1) require State
employment security agencies to submit cost analyses
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comparing the long term costs of acquiring office fa-
cilities under various arrangements, including rental-
purchase arrangements, when long term facility needs
are determinable, and justifications when the agencies
wish to enter into arrangements other than those that
are the most economical and (2) explore the possibility
of having the West Virginia law amended or having
the employment security program activities exempted
from the State law in order to permit more economical
facility acquisition.

Also, with respect to certain office facilities for which
acquisition costs were being amortized with Federal
grant funds, a need existed for the Manpower Admin-
istration to obtain adequate assurances that the State
employment security agencies would acquire equities in
the facilities during the periods of amortization. This
would include the right (1) to continued use of the
facilities, (2) to share in the proceeds if the facilities
were sold, or (3) to comparable space without increases
in rental costs. GAO recommended that DOL obtain
adequate written assurance from State officials that
State employment security agencies would acquire
appropriate equities in the facilities for which costs
were being amortized. (Report to the Secretary of
Labor, B-133182, June 1,1970)

17. Computation of Unemployment Benefits for
Federal Civilian Employees.—In a survey of selected
aspects of the reporting requirements established by the
Unemployment Insurance Service, Manpower Admin-
istration, Department of Labor, relative to the program
of unemployment insurance protection for Federal
civilian employees, GAO examined the reporting to
the Massachusetts Division of Employment Security of
wages for selected Federal civilian employees of the
Civil Service Commission’s Boston regional office.

GAOQ’s survey showed that (1) there was a need to
revise the manuals provided to State employment se-
curity agencies and to Federal agencies to specifically
require that wage reports be prepared on a basis con-
sistent with applicable State laws governing unemploy-
ment compensation, (2) the wage reporting form
needed to be revised to show the specific basis upon
which wage reports were prepared by Federal agencies,
and (3) greater care needed to be given to’the prepara-
tion of wage reports by the Boston regional office.

The basis upon which wages are reported can affect
the amount of benefits paid to beneficiaries and, corre-
spondingly, can affectthe amounts paid by the Depart-
ment of Labor to the States as reimbursement for

1o
J

benefit payments made to unemployed Federal civilian
employees.

In January 1970, the Department informed GAO
that, in response to GAQ’s recommendations, it was
revising its instructions to Federal agencies and to State
employment security agencies to make it clear that
wages for former Federal civilian employees are to be
reported on a paid basis unless the agency’s records
are maintained on some other basis; and that if the
amount reported was computed on a basis other than
wages paid, the reporting form should be clearly
annotated to identify the reporting methods used. (Re-
port to the Assistant Secretary for Manpower, Depart-
ment of Labor, Dec. 31,1969)

Federal Aid to Education

18. Administration of Federal Aid to Educa-
tionally Deprived Children.—Title | of the Elemen-
tary and Secondary Education Act of 1965 —the Fed-
eral Government’s largest single effort to improve ele-
mentary and secondary education in the United
States — authorizes funds for programs designed to
meet the needs of educationally deprived children who
live in school areas having high concentrations of
children from low income families. GAO reviewed in
several States the manner in which the Office of Edu-
cation, Department of Health, Education, and Welfare,
was administering its responsibilities under Title 1.

Program evaluation reports submitted to the Office
of Education by the West Virginia Department of
Education showed that children who participated in
the program in that State received various educational
benefits and there was a marked improvement in
school attendance. GAO found, however, that certain
aspects of the program administration could be
strengthened.

Participating areas within the State were not selected
in accordance with Office of Education criteria. Sal-
aries of persons whose duties were not limited to the
program were charged to the program. Equipment
used in the regular school program was charged to the
Title I program and State audits were not of the scope
contemplated by Office of Education requirements.

GAO was informed that the Office of Education
agreed with its recommendations and that the State
had issued directives designed to correct a number of
matters discussed in the report. (Report to the Con-
gress, B-164031, Mar. 5, 1970)



19. Documentation of Consultants’ Work.—
GAO’s review of grants awarded by the Office of
Education, Department of Health, Education, and
Welfare, to 10 local educational agencies in Massa-
chusetts under Title ITI of the Elementary and Sec-
ondary Education Act of 1965 showed that grantees
generally had not received written reports from the
consultants they had employed regarding the services
furnished, nor had they documented the results of the
work performed by such consultants. One of the ma-
jor purposes of Title III is to stimulate and assist in
the development and establishment of exemplary ele-
mentary and secondary school educational programs
to serve as models for regular school programs.

In line with GAO’s recommendation that grantees
be required to obtain reports from consultants so that
others can benefit from the results of their work, the
Office of Education took steps to have such reports
obtained and to have the results of consultations doc-
umented in the local educational agencies’ files. (Re-
port to the Commissioner of Education, Sept. 29, 1969)

20. Supervision and Control of Program for the
Education of Indian Children.—-Under the Johnson-
O’Malley program, the Bureau of Indian Affairs, De-
partment of the Interior, through contractual arrange-
ments with States and school districts, provides funds
toward the cost of educating Indian children from
reservations and Navajo children domiciled in Fed-
eral dormitories who attend public schools. The Bu-
reau considers the program to be supplemental in that
the funds are to be limited to school districts which,
after exhausting all other sources of revenue, including
other Federal aid, are unable to operate the district
schools at adequate State standards.

In one State certain program funds for normal main-
tenance and operation of public schools were distrib-
uted on a formula or entitlement basis which did not
consider the ability of the school districts, the counties,
and, to some extent, the State to meet all or a portion
of the costs of these operations. As a result, funds were
provided to counties and school districts where needs
may not have existed and the funds may not have
benefited Indian children from reservations, but rather,
may have reduced the local cost of educating all other
children attending the public schools.

Also, the Bureau was paying the full cost of educat-
ing Navajo Indian children living in Federal dormi-
tories while attending public schools although most of
the children were residents of the State and some were
residents of the county or school district in which
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they attended public school. Additionally, in comput-
ing the amount of money distributed to school districts
in one State, no reduction was made for the State aid
received by the school districts for the Indian children
participating in the dormitory program. In GAO’s
opinion, the school districts, counties, and States should
share in the cost of educating these students.

The Bureau had delegated the administration of the
program to the States without providing sufficient
guidance for administering the program and without
systematically monitoring State agency operations
through adequate reporting and reviews. GAO found
instances in each of the three principal States partici-
pating in the program where the distribution of Fed-
eral funds to the school districts appeared to have been
improper or where the Bureau could not be sure that
the funds had been used for their intended purpose.

GAO recommended that the Bureau (1) furnish
program funds on the basis of demonstrated financial
need, (2) encourage State and local participation in
the cost of educating Navajo children who live in Fed-
eral dormitories, and (3) implement additional meth-
ods of supervision and control over the distribution
and use of funds.

The Department of the Interior informed GAO that
it was taking steps that would provide improved su-
pervision and control in administering the program.
Also, the Bureau indicated that the dormitory agree-
ments should be renegotiated with a view to a com-
plete phaseout of these agreements within the shortest
time possible and that the State and local districts
should assume responsibility for sharing the cost of
educating their resident students. (Report to the Con-
gress, B-161468, May 28,1970)

Federal Aid to the Arts and
the Humanities

21. Practices Followed in Awarding Grants.—
The National Endowment for the Arts (NEA), Na-
tional Foundation on the Arts and the Humanities,
had awarded grants to creative writers in amounts in
excess of the amounts requested by many of the writers.
Each received $10,000, the maximum amount allowed
by policy. Also, sabbatical leave grants had been
awarded to recipients in amounts that were greater
than one-half the recipients’ annual salaries. This was
not consistent with representations made to the
Congress.
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NEA had also approved the applications received
from two cities for sculpture projects although little
information about the projects was submitted by the
cities. One city had pursued its project with success
while the other had not, after 2 years, resolved some
of the basic questions concerning the project.

The Acting Chairman of NEA informed GAO that
procedures had been developed which, in his opinion,
are adequate to deal with any problems of the kind
cited in GAO’s report. (Report to the Acting Chair-
man, NEA, National Foundation on the Arts and
the Humanities, B—-158811, July 9, 1969)

Federal Regulatory Activities

22. Enforcement of Standards for Sanitation,
Facilities, and Moisture Absorption at Federally
Inspected Poultry Plants.— The Poultry Products
Inspection Act provides for the inspection of poultry
and poultry products which are processed in plants
engaged in interstate or foreign commerce to insure
that the poultry and poultry products are wholesome,
free from adulteration, and processed under sanitary
conditions. The Department of Agriculture’s Con-
sumer and Marketing Service (C&MS}, which is re-
sponsible for administering the inspection program,
needed to strengthen its enforcement procedures to
insure that minimum standards for sanitation, facil-
ities, and moisture absorption were met by federally
inspected poultry plants.

GAO identified 40 plants that were reported for
repeated violations of minimum standards over periods
ranging from 6 months to over 5 years. Most of the
violations involved sanitation requirements.

Because C&MS did not take timely action to sus-
pend or terminate inspection services at these plants,
the consuming public was not adequately protected
and the management at other federally inspected
plants could infer that violations would be treated
with minimum consequence. During a period of sus-
pension, plants cannot process poultry or poultry prod-
ucts for sale in interstate or foreign commerce.

GAO also identified 44 plants that were allowed to
ship poultry containing water in excess of that per-
mitted by regulations, thus increasing the cost to the
consumer.

C&MS informed GAO of certain actions it had
taken or planned to take in response to GAO’s recom-
mendations to insure adequate sanitation in inspected
plants. C&MS stated that:
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Suspension action was being or would be taken on
plants unwilling to provide acceptable sanitary
conditions.

Instructions to field personnel were being
amended to insure proper understanding of their
authority to take action to insure proper plant
sanitation.

Regional directors having responsibility for the
plants identified in GAO’s review had been advised
of the need for immediate in-depth reviews of such
plants and for taking appropriate action, including
suspension of inspection, should the nature of cur-
rent findings warrant such action.

C&MS also informed GAO that it planned actions
to prevent poultry from being distributed until exces-
sive moisture had been removed. (Report to the Con-
gress, B-163450, Sept. 10, 1969)

23. Sanitation Standardsat Meat Plants Receiv-
ing Federal Inspection or Grading Service.— Under
the Federal Meat Inspection Act, the Consumer and
Marketing Service (C&MS) , Department of Agricul-
ture, has the responsibility for establishing and enforc-
ing sanitation standards in federally inspected meat
plants. Inspectors assigned to the plants are responsible
for enforcing the sanitation standards.

C&MS also is responsible for insuring that sanita-
tion standards are maintained by nonfederally in-
spected plants that receive Federal grading service—a
marketing service provided to meat plants upon
request.

To determine the adequacy of C&MS’s enforcement
of sanitation standards, GAO visited 40 federally in-
spected plants and eight nonfederally inspected plants
receiving Federal grading service— primarily those
which C&MS records indicated had sanitation prob-
lems. During the visits, GAO staff members were ac-
companied by C&MS supervisory personnel and
evaluations of the plants were made in accordance
with C&MS standards.

C&MS inspection personnel were not uniform in
their enforcement of sanitation standards and gener-
ally were lenient with respect to many unsanitary
conditions unless product contamination was obvious.
At 36 of the 40 federally inspected plants and at the
eight nonfederally inspected plants, animals were
being slaughtered or meat products were being proc-
essed for sale to the consuming public under unsanitary
conditions. GAO observed instances of product con-
tamination at 30 of the federally inspected plants and
five of the nonfederally inspected plants.



GAO was unable to ascribe to any one cause the
failure of inspection personnel to require plant man-
agements to promptly and effectively correct unsani-
tary conditions, but believes that a primary cause for
the lack of uniformity and leniency in enforcement of
sanitation standards was a lack of clear and firm cri-
teria setting forth required actions to be taken when
unsanitary conditions were found.

Weaknessesin C&MS’s system for reporting on plant
reviews also contributed to the inadequate enforce-
ment of sanitation standards at federally inspected
plants. Because reports generally did not showwhat ac-
tion, if any, was taken to correct reported unsanitary
conditions, information was not readily available to
C&MS management as to whether appropriate and
timely corrective actions were required by inspection
personnel.

The Administrator, C&MS, stated that a major in-
spection improvement program under way in CG&MS
was completely in line with GAO’s recommendations,
and he informed GAO of specific actions taken or
planned.

Inspection was discontinued at five of the 40 fed-
erally inspected plants GAO visited, conditions in 27
had been improved to meet C&MS’s sanitary require-
ments, two of the eight nonfederally inspected plants
ceased operations following withdrawal of recognition
for Federal grading service, and four nonfederally in-
spected plants’ operating conditions had been made
acceptable. In the remaining eight federally inspected
plants and the two nonfederally inspected plants, ac-
tion had been taken to protect the product while the
remaining needed plant improvements were being
completed.

The actions taken by C&MS and the further actions
outlined by the Administrator, if fully implemented,
substantially comply with GAQO’s recommendations for
improvement and will provide greater assurance to the
consuming public that meat products are processed
under sanitary conditions. Continuing efforts of all in-
spection personnel to require compliance with sanita-
tion standards are vital, however, to maintaining the
integrity of the inspection program and insuring the
consuming public of a wholesome product. (Report to
the Congress, B-163450, June 24, 1970)

24. Food Inspection Roles of Federal Organiza-
tions.—Federal food inspection started in 1891. The
function evolved from piecemeal legislation and regu-
lations designed to solve specific problems as they arose.
Because of their relatively limited scope, the laws and
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related regulations do not provide a clear expression
of overall Federal policy on food inspection. As a re-
sult, parts of the function are performed by many
Federal, State, and local organizations.

Federal food inspection activities are performed by
the Departments of Agriculture; Defense; Health,
Education, and Welfare; and Interior. About 14,500
people are involved in Federal food inspection at an
annual cost of about $185 million. About $48 million
of this amount is reimbursed by users of certain of the
inspection services.

Similarinspection activities are frequently performed
by more than one organization, at the same commercial
establishment, and often on the same food product. For
example, at a dairy products company GAO visited:

Military veterinarians made monthly sanitary in-
spections and obtained bimonthly milk samples
which were analyzed for bacteria and for butterfat
content.

One group from the Department of Agriculture
checked plant sanitation quarterly to qualify the
plant for grading services, while another group ob-
tained butter and cheese samples eight times a
month.

Personnel of the Food and Drug Administration
inspected periodically for potential health hazards.

The State health department inspected for sanita-
tion and analyzed fluid milk for bacteria, at least
quarterly, to qualify the plant for the approved list-
ing of the U.S. Public Health Service.

Many of the inspections are made for different pur-
poses and vary in degree. However, GAO believes that
a more effective and economical method of performing
the Federal food inspection function could be devised.

Several Federal agencies have established food
standards, some for the same item. Although more than
one standard for the same food item may not be im-
proper in itself, it has caused dissatisfaction among
food suppliers.

Agreements have been made between organizations
to establish clearer lines of responsibility, to make more
effective use of the skills and experience of each, and
to reduce overlap. Reaching such agreements has been
time consuming and the agreements sometimes have
been difficult to administer.

There are basic differences in the concepts and prac-
tices of the inspecting organizations. Some of the dif-
ferences involve:

The extent of reliance placed on food venders for
product quality.
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The desirability and extent of use of statistical
sampling techniques for product inspection.

Federal surveillance of State and/or local inspec-
tions in lieu of direct Federal inspection.

GAO recommended that the Director, Bureau of the
Budget, make a detailed evaluation of the food inspec-
tion function to determine the most effective method
of improving the administration of the function. The
study should determine the feasibility of consolidating
at least some of the inspections and it could draw upon
the skill and experience of the agencies performing in-
spections. The findings and recommendations of the
evaluation should be reported to the Congress as soon
as possible since reconsideration of existing legislation
may be involved.

Federal agencies that make food inspections agreed
that there is a need for reassessing the food inspection
function and the Bureau of the Budget agreed to make
the evaluation of the function when sufficient resources
are available. (Report to the Congress, B-168966,
June 30, 1970)

Grants to States for Public Assistance

25. Participation in Costs of Care for the Men-
tally Retarded in State Institutions.—The State of
California certified significant sections of its four State
institutions for the mentally retarded as skilled nursing
homes and, from September 1968 through August
1969, claimed $14.2 million from Federal funds for
residents of these institutions on the basis that they
were Medicaid patients in need of, and receiving,
skilled nursing care.

GAO found that the claims had not been made on
the basis of the persons’ need for skilled nursing care
but simply on the basis of their presence in institutions
certified by the State as skilled nursing homes. In ad-
dition, evidence indicated that sinice January 1969 the
State institutions may not have met nurse staffing
standards prescribed by HEW for participation in the
Medicaid program.

After GAO inquired about the correctness of
California’s claims, an HEW medical review team
visited the State institutions and reported that 88
percent of the individuals included in its review did
not need skilled nursing care and that only custodial
care—not skilled nursing care—was being provided
to most of them. According to HEW, at least seven
other States were claiming over $71 million of Federal
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funds annually for skilled nursing care for persons in
State institutions for the mentally retarded.

GAO recommended that the Secretary, HEW, in-
sure that the States determine, on a case-by-case basis,
the types and levels of skilled nursing care essential to
meet the needs of mentally retarded persons in State
institutions and make periodic evaluations to insure
that the types and levels of care prescribed for them is,
in fact, provided. Also the Secretary should determine
whether past claims by the State of California and
other States were correct. GAO suggested that, in ar-
riving at the amount of any necessary adjustments of
Federal payments, the question concerning nurse staff-
ing standards be resolved.

HEW stated that (1) it would take the actions GAO
had recommended, (2) it had made or scheduled fact
finding visits to four additional States to determine
whether problems similar to those in California exist
in those States, and (3) visits to additional States
would be scheduled. The State of California informed
HEW that reviews in that State had already resulted
in the termination of billings for persons found not to
need skilled nursing care. (Report to the Congress,
B-164031, May 11, 1970)

26. Federal Financial Participation in Admin-
istrative Costs of Public Assistance Programs.—
In a 1967 report to the Congress on the financial par-
ticipation of the Department of Health, Education,
and Welfare (HEW) in administrative costs of public
assistance programs in Los Angeles and San Diego
counties in California, GAO pointed out a need for
improvement in controls over State administration of
federally aided public assistance programs. It was es-
timated that questionable payments made by HEW
for administrative costs had amounted to as much as
$1.5 million.

A followup review showed that, although HEW had
taken certain actions to insure that public assistance
programs are properly and efficiently administered, ad-
ditional steps were necessary to resolve GAQO’s prior
questions relating to California’s claims for Federal fi-
nancial participation in the cost of providing social
services. The HEW Audit Agency had raised similar
questions during reviews in the State of California
and other States. For example, the HEW Audit Agency
had questioned claims amounting to $15 million and
$1.4 million, respectively, in two other States.

HEW agreed with GAO’s recommendation that
timely resolution be made of the questioned claims
and stated that it would expedite the settlement of



past claims made by the State of California. (Report
to the Secretary, HEW, B-164031, Oct. 10, 1969)

{

27. System for Reviewing Determinations of
Eligibility of Recipients of Public Assistance.—At
the request of the chairman, House Ways and Means
Committee, GAO monitored a special review of the
aid to families with dependent children (AFDC) pro-
gram in New York City conducted by the Department
of Health, Education, and Welfare (HEW) and the
New York State Department of Social Services.

GAO reported to the chairman that the HEW-
State review had been carried out in a competent
and effective manner in accordance with plans and
instructions agreed upon by HEW and State officials
and that the HEW-State report issued to the chair-
man presented a fair overall summarization of the re-
sults of the review. However, GAO did not agree
with HEW-State conclusions as to the reasons for the
rise in the AFDC caseload, the eligibility and correct-
ness of AFDC payments, and the problems which
hinder provision of employment and self-support serv-
ices to AFDC recipients. Changes were needed in the
quality control system used by the States to evaluate
eligibility determinations, since it did not alert respon-
sible officialsto the high rate of ineligibility found dur-
ing the special review.

After completion of GAO’s work in New York City,
HEW revised the quality control system and planned
to have the revised system implemented by all States
on October 1, 1970. Also, HEW planned to contract
with a private organization to monitor the plans and
operations of the State agencies in carrying out the
work related to quality control. (Report to the chair-
man, House Ways and Means Committee, B—164031,
Oct. 17, 1969)

28. Administration of Selected Medical Care
Programs.—During GAQ’s review d the maternity
and infant care and children and youth programs
administered by the Children’s Bureau, Department o
Health, Education, and Welfare (HEW), it was noted
that the Bureau had approved grants and authorized
funds for certain projects under these programs with-
out adequate evidence to support the levels of effort
and the goals proposed by the grantees. In addition, the
Bureau had not periodically adjusted amounts which
were initially set aside for approved projects even
though the actual level of effort and the expenditures
for the projects in subsequent periods clearly showed
that adjustmentswere warranted.

SECTION |

In certain projects, the number of patients actually
served ranged from 19 to 66 percent d the number
the grantees had proposed to serve during fiscal years
1965through 1967, but the authorized project funding
had not been reduced. As a result, Federal funds which
could have been used to finance other projects were
not available.

In other projects, inpatient hospital care had been
provided to patients who were not eligible for such
care, contrary to HEW instructions, and certain
grantees were unable to demonstrate that they had
provided the agreed upon amount of matching funds.

In response to GAQ’s recommendations for improve-
ment, HEW replied that it had built an evaluation
process into the programs; that, to the extent possible,
staff time would be devoted to more comprehensive
evaluations; and that regulations were being revised
and policy and procedure manuals for both programs
were being improved and updated. According to HEW,
these actions, combined with continuing project evalu-
ation and review, should result in improved project
management. (Report to the Secretary, HEW,
B-164031, Nov. 13, 1969)

29. System for Reviewing Determinations of
Eligibility of Recipients of Public Assistance.—
Based on reports of samplings made by the Ohio State
Department of Public Welfare, GAO estimated that
public assistance in one county in Ohio—the county
having the largest caseload —was extended to at least
4,300 ineligible persons during the year ended
March 31, 1969, at a cost of millions of dollars, and
incorrect payments of millions of dollars—both over-
payments and underpayments — were made to eligible
persons.

These deficiencies were attributed to the failure of
caseworkers to obtain and verify information, the fre-
quent turnover of caseworkers, inadequate supervision
and training, and complexity of State guidelines. Also,
improper and incorrect payments were allowed to con-
tinue because redeterminations of elegibility and cor-
rectness of payments were not made promptly. These
redeterminations or rechecks are called for by the qual-
ity control system prescribed by the State.

GAO recommended that the Department of Health,
Education, and Welfare assist the State to overcome
the existing problems, that it impress upon the State
the need for timely and accurate determinations, and
that it enforce its stated policy of reducing the Federal
share of payments to persons whose ineligibility is de-
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tected after redeterminations are due. (Report to the
Secretary, HEW, B-164031, May 15, 1970)

Highway Programs

30. Upgrading Deteriorated Segments of the
Interstate Highway System.— The Federal-Aid High-
way Act of 1956 provided that highways be designed
to carry the types and volumes of traffic forecast for
the year 1975. A 1963 amendment to the act elimi-
nated reference to the year 1975 and provided that
highways be designed to carry the types and volume
of traffic forecast for 20 years from the date of author-
ization. In January 1967,the Federal Highway Admin-
istration, Department of Transportation, authorized
placement of an added layer of pavement (over-
lay) to certain deteriorated segments of the Interstate
Highway System which were authorized for construc-
tion prior to the date of the 1963 amendment where it
was determined that the existing pavement, with nor-
mal maintenance, would not provide adequate per-
formance for 20 years.

There were significant differences among the States
in (1) the methods used for evaluating the condition
of the highway surface to determine whether an over-
lay was necessary and (2 )the design procedures used
to establish the amount of overlay needed. Also, there
was a need for more precise procedures to insure that
overlays are placed at the proper times and at depths
needed to provide necessary serviceability.

Although the Department did not concur in the need
for these actions, GAO recommended that the Federal
Highway Administration (1) establish maintenance
standards for the Interstate System, (2) recognize,
through limiting the amount of Federal participation,
that overlays relieve the States of a portion of their
maintenance responsibilities,and (3) establish uniform
standards to provide more assurance that overlays are
applied in a timely manner and in the proper amount.

There will be a continuing need to periodically up-
grade completed segments of the Interstate System
through overlays. Because of this long term need and
the substantial costs involved, which vastly exceed the
amount reported to the Congress, and because the
intent of the Congress was not clear, GAO suggested
that the Congress might wish to express its intent rela-
tive to the use of Interstate funds to upgrade completed
segments of the Interstate System. Also, GAO sug-
gested that the Congress might wish to consider the
long term need for overlays in its deliberations on the
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fundingof the Interstate System, any future expansions
thereof, or any follow-on highway programs. (Report
to the Congress, B—164497, June 30, 1970)

31. Appraisal Practices for Right-of-way Acqui-
sition.— Because of unsatisfactory practices in five
States, the Federal Highway Administration, Depart-
ment of Transportation, required those States to eval-
uate the reasonableness of the cost of rights-of-way
acquired in prior years. The retrospective appraisal
programs confirmed that many appraisals made in
prior years did not provide a reasonable basis for
determining the Federal share of the cost.

To a large extent, these programs were inadequately
planned and executed and, as a result, differcd among
the States. Because of lack of prior agreement on the
use to be made of the results of the program, the States
were unwilling to accept the results as a basis for de-
termining the extent of Federal participation in the
acquisition costs.

In spite of the problems noted, GAO concluded that
retrospective appraisal programs, if properly planned
and executed, could be used effectively in resolving
situations where the extent of Federal participation is
found to be questionable.

The Department of Transportation agreed with
these recommendations and took or promised to take
action which, if properly implemented, should mini-
mize the recurrence of the problems noted in the retro-
spective appraisal programs. Also, this action should
minimize problems noted in current appraisal activi-
ties, where unsatisfactory practices were found in four
of the five States. (Report to the Congress, B-164497,
Oct. 29, 1969)

Hospital Construction

32. Ratings and Surveys for Approving Federal
Financial Assistance. — The Health Services and
Mental Health Administration (HSMHA), Depart-
ment of Health, Education, and Welfare (HEW),ad-
ministers the Hill-Burton program of grant assistance
for the construction and modernization of hospitals.

GAO'’s review showed that the physical plant ratings
completed by some State agencies as a prerequisite
for obtaining grant funds had not given proper weight
to the relative importance of various features of hos-
pital construction, departments, and services being
rated and that certain refinements in the criteria pre-
scribed by HEW would be desirable. Also, a need was
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Cooperative efforts in the development and protection of a dug well, Crown Point Health District, Navajo Reserzation. The
Naoajos participating in this project not only donated their labor, but also their horse-drawn egons for transporting materials.
The tribe supplied materials and the pump. The Public Health Service furnished technical direction and supervision. (New

Mexico)

indicated for additional HEW guidance to State
agency personnel conducting physical hospital plant
surveys.

In response to GAO’s recommendation for improv-
ing physical plant evaluation techniques, the Admin-
istrator, HSMHA, stated in April 1970that an advisory
council had been assigned the responsibility of review-
ing evaluation criteria and recommending improve-
ments. Also, HEW instructions to State personnel
carrying out plant surveys had been clarified.

GAO noted also the absence of a system or method
for periodic updating of the original plant survey data

assembled by State personnel. As a result, the benefits
to be obtained from current plant evaluations were
not fully realized by some of the States. Revised in-
structions issued by HEW for updating physical plant
evaluations should rectify the situation. (Reportto the
Administrator, HSMHA, Oct. 15, 1969)

Indian Health Programs

33. Contributions Toward the Cost of Construct-
ing Sanitation Facilities. — Under a law enacted in
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1959, the Indian Health Service, Department of
Health, Education, and Welfare (HEW), administers
a program for the construction of sanitation facilities
for Indians. The legislative history of the law indicates,
and the Indian Health Service’s guidelines provide,
that the construction of sanitation facilities for Indians
is to be a cooperative effort among the Government,
Indian tribes, and non-Indian beneficiaries of the
facilities.

GAOQO’s review of selected construction projects ad-
ministered by four Indian Health Service area offices
indicated a need for improved practices with respect
to obtaining cash and labor contributions from Indian
and non-Indian beneficiaries. It was found that:

Cash contributions by Indian tribes either had
not been obtained or had been obtained in minor
amounts in relation to the tribes’ apparent ability to
pay.

The Indian Health Service generally had not col-
laborated with the Bureau of Indian Affairs, De-
partment of the Interior, in its programming of
funds awarded to Indian tribes by the Indian
Claims Commission.

Frequently no arrangements had been made for
obtaining cash contributions from non-Indian bene-
ficiaries of sanitation facilities constructed.

Some tribes had not been required to comply with
their commitments to contribute labor to construc-
tion projects.

Indian Health Service Area Offices had not
accumulated and systematically reported accurate
and complete data pertaining to contributions of
cash, labor, material, and equipment.

In response to GAQ’s recommendations, HEW and
the Department of the Interior agreed to cooperate
in programming tribal funds for essential needs of the
Indians, including those for sanitation facilities. Also,
HEW initiated action to improve management con-
trols over contributions.

HEW did not comment, however, on the recom-
mendation that the Secretary emphasize to responsible
officials the intended cooperative nature of the pro-
gram which requires them to seek contributions from
individual beneficiaries. GAO believes this matter re-
quires further attention. (Report to the Congress,
B-164031, Apr. 10, 1970)
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Land Management and Natural
Resources

34. Review of the Government’s Helium Pro-
gram.— The chairman, House Committee on Interior
and Insular Affairs, requested GAO to review the
long-range program for the acquisition, production.
distribution, and storage of helium which the Bureau
of Mines, Department of the Interior, was authorized
in 1960 to carry out to insure a sustained supply to
meet essential Government needs. GAO was advised
that the committee intended to examine the program
to determine the reasons for numerous continuing
deficiencies and for the advisability of continuing the
program in its present form.

GAO reported that significant changes have oc-
curred since 1960 which could have an effect on the
Department’s ability to meet certain program objec-
tives. For instance, it appears that about 69 billion
cubic feet of helium may be stockpiled by 1986 if
the program continues unchanged as compared with
the 43 billion cubic feet forecast when the program
was initially undertaken. Also, rather than being self-
liquidating over a 25- to 35-year period & required by
the Helium Act, the program may owe the Treasury
about $1.5 billion for borrowings and interest.

There may be a need to reappraise the basic concept
and size of the program in view of:

The possible leveling off of the demand for
helium.

The potential
reserves.

The improvement in helium extraction technology
which permits economical extraction of gas resources
not previously considered in estimating recoverable
helium resources.

for discovery of new helium

GAO suggested that, within the framework of the
present helium conservation program, the committee
might wish to consider three possible alternatives
which could bring the program more in accord with
what was originally contemplated. The committee
might also wish to reevaluate the concept of the Gov-
ernment’s program of procuring and storing large
quantities of helium for an indefinite period. The com-
mittee might wish to consider:

Clarifying the goal to be accomplished by the
helium conservation program.

Reevaluating the long-range need for helium
considering (1) the potential for technological im-



provements to permit economical extraction from
gas with low helium concentrations thus supple-
menting known supply sources, (2) the potential for
finding suitable substitutes for helium applications,
and (3) the stockpiling of quantities necessary to
meet only the essential requirements of the Gov-
ernment in future years.

The potential for new discoveries and whether it
would be desirable for the Government to initiate a
program for the exploration of new helium reserves
leading to the eventual establishment of national
in-place helium reserves.

Reevaluating the present
financing the helium program.

indirect method of

(Report to the chairman, House Committee on In-
terior and Insular Affairs, B-114812, Sept. 10, 1969)

35. Leasing of Federal Lands for Development
of Oil and Gas Resources.—Most of the leases
awarded by the Bureau of Land Management (BLM),
Department of the Interior, for the development of oil
and gas resources on Federal lands have been granted
on a noncompetitive basis and, in many cases, at prices
less than their indicated fair market value.

Of the 15,254 leases issued by BLM in fiscal year
1968, 14,962 were awarded noncompetitively because
of a statutory requirement that lands not located with-
in the boundaries of a known geologic structure of a
producing oil or gas field, as defined by the Geological
Survey, Department of the Interior, must be leased
noncompetitively to the first qualified applicant. Gen-
erally, the geologic data needed to determine whether
lands offered for leasing are within such a structure are
not available to the Department before leasing and
drilling.

The substantial public interest in acquiring non-
competitive leases indicated that effective price com-
petition could have been obtained if the leases had
been awarded competitively. GAO believes that the
Government should use competitive bidding to a
greater extent to insure that the lands are leased at
prices that more nearly approximate the lands’ fair
market value. For example, it was estimated that, for
the lease of 2.5 million acres of Federal lands in the
general vicinity of one field subsequent to the discovery
of oil, the Government may have received about $24
million less than fair market value because the leases
had not been awarded competitively.

In addition, the increased use of competitive bid-
ding would eliminate or reduce certain undesirable
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aspects of awarding noncompetitive leases by means
of a drawing of simultaneously filed lease applications,
such as the multiple filing of applications to increase
the chances of acquiring a lease and the acquisition
of leases primarily for speculation rather than for the
development of oil and gas resources.

Also, there were indications that the statutory right
of lessees to assign to other persons leases in units as
small as 40 acres impedes rather than induces the
development of oil and gas resources.

In commenting on GAO’s draft report, the Depart-
ment stated that of three alternatives it had considered
for extending competitive bidding, it preferred the
partially competitive systems.

GAO believes that the disposal of oil and gas rights
on Federal lands should be based on the principle
of a fair market return to the Government and that
this objective can best be achieved under a competitive
bidding system. Accordingly, GAO recommended to
the Congress that the Mineral Leasing Act be amended
to (1) require that oil and gas leases of all Federal
lands be awarded competitively unless otherwise
justified and (2) increase the minimum acreage limita-
tions applicable to the assignment of the leases. (Re-
port to the Congress, B-118678, Mar. 17, 1970)

36. Acquisition of Land for National Recreation
Areas Containing High Cost Improved Properties —
The National Park Service (NPS),Department of the
Interior, had acquired or planned to acquire high cost
improved properties located on or near the boundaries
of lands authorized by the Congress as national recrea-
tion areas. These properties could have been or could
be excluded from the areas without interfering with
area development. Changes in boundaries to exclude
such properties not yet acquired would result in signifi-
cant benefits to NPS, especially in those areas where
authorized funds have fallen far short of the amount
required to complete the land acquisition and where
considerable amounts of unimproved land with lower
estimated costs an acre remain to be acquired.

The Department of the Interior rejected GAO’s
suggestion that consideration be given to adjusting
the boundaries of certain recreation areas to exclude
high cost improved properties and stated that some
acquisitions of expensive properties are necessary to
protect scenic, historical, and cultural values.

In enacting legislation authorizing the establishment
of national recreation areas, the Congress frequently
has to define boundaries before important facts, such
as the cost of various tracts of land, are known. GAO
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therefore recommended that the Congress, in enacting
such legislation, provide the Secretary of the Interior
with guidelines for making changes in established
boundaries when the acquisition of high cost prop-
erties located on or near the boundaries is involved.

GAQO also recommended that the Congress require
the Secretary to prepare an analysis of the location and
estimated cost of acquiring high cost properties on the
perimeter of those authorized recreation areas for
which additional funds are needed and to justify to
the Congress the desirability of acquiring such prop-
erties. (Report to the Congress, B-164844, Apr. 29,
1970)

37. Estimates of Cost of Acquiring Land for
National Recreation Areas.—Several estimates pre-
pared by the National Park Service, Department of
the Interior, as a basis for authorization by the Congress
of national recreation areas and the appropriation of
funds therefor contained substantial errors, were inade-
quately documented, or did not consistently consider
all pertinent facts.

In response to GAQO’s suggestion that definite proce-
dures be established and used consistently in the
preparation of land acquisition cost estimates, the
Department of the Interior replied that, as a standard
procedure, qualified professional appraisers would be
used for all preliminary land cost estimates and for any
additional proposals to be made to the Congress con-
cerning existing areas. This action should result in more
meaningful estimates of land acquisition costs. (Report
to the Congress, B-164844, Apr. 29, 1970)

38. Establishment of Priorities for Grants to
States for Outdoor Recreation Projects.— The
Bureau of Outdoor Recreation (BOR), Department of
the Interior, in approving outdoor recreation proiects
for financial assistance from the Land and Water Con-
servation Fund (L&WCF) , has a stated policy of giv-
ing priority to those projects which serve the general
public. However, BOR approved several projects
which, in GAO’s opinion, were not in accord with this
policy.

For example, one project, approved in the amount
of $211,250, offered extremely limited recreation to
a small segment of the general public in an area having
a surplus of general recreational land and facilities
offering similar recreational opportunities. Another
project, approved in the amount of $565,700, was for
the construction of a modern small craft harbor where,
of the 161 berths to be constructed, 96 were to be used
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for berthing boats on a permanent or semipermanent
basis, thus restricting public use of the facilities.

GAO was informed, in response to its report, that
BOR found each of the projects to be in the public
interest and fundable under the L&WCF Act. GAO
did not question the eligibility of the projects for fund-
ing, but it believed that projects serving a relatively
small segient of the public or providing limited op-
portunities should not be accorded a high priority for
the limited funds available, (Report to the Secretary
of the Interior, B—168162, Nov. 13, 1969)

Loan Programs

39. Reviewing Loan Applications.— The Small
Business Administration (SBA) loan specialists’ analy-
ses of borrowers’ business operations and financial
conditions were not sufficiently comprehensive to ade-
quately determine whether repayment was reasonably
assured from earnings of the borrowers’ businesses.
Such assurance is required by SBA’s basic policies which
are based on provisions of the Small Business Act.

GAO’s review of a selected number of loan files
showed that most loan applications were recommended
for approval by loan specialists without adequate
analyses of significant changes, trends, and incon-
sistencies indicated by financial data submitted by
applicants or without adequate investigation of con-
tradictory or questionable information in financial
data submitted in support of loan applications. Loan
specialists had also recommended approval of many
loans without having available for analyses adequate
and reliable financial data on borrowers’ operations.

GAO recommended that the Administrator, SBA,
require, as a prerequisite to loan processing, that the
borrower furnish the financial statements necessary
for an adequate analysis and that SBA provide the loan
specialists with criteria for use in determining the cir-
cumstances under which certain additional financial
data should be obtained prior to loan processing. GAO
also recommended that the Administrator give con-
sideration to assigning the financial analysis function
to employees who specialize in financial analyses and
who are independent of the other loan processing
functions.

In response, the Administrator stated that actions,
such as increased training of loan specialists and in-
creased monitoring of field activities by headquarters
personnel, had been taken to improve the supervision
over loan processing. SBA also inserted statements in



its loan processing directive concerning additional
financial data which could be obtained in connection
with analyses of loan applications. GAO believes, how-
ever, that specific criteria should be provided the loan
specialists for use in determining the circumstances
under which such additional financial data should be
obtained. The Administrator did not specifically com-
ment on the proposal that SBA consider utilizing per-
sonnel other than loan specialists to assist in financial
analyses. (Report to the Congress, B—114835, Nov. 6,
1969)

40. Quotas for Processing Loan Applications. —
GAO questioned the use by the Small Business Admin-
istration (SBA) of budgetary standards (the number
o business loan applications to be reviewed by a loan
specialist in one month) for processing loans which do
not allow sufficient flexibility for the loan specialists to
adequately analyze and recommend approval or dis-
approval of a loan.

SBA officials informed GAO that budgetary stand-
ards were eliminated in October 1966; however,
GAO’s review showed that SBA area and regional offi-
cials and loan specialistswere not aware that the stand-
ards had been eliminated. The Administrator, SBA,
stated that SBA needed budgetary standards and that
SBA was considering establishing realistic standards on
a national basis.

GAO recommended that SBA inform the regional
offices that budgetary standards had been eliminated
and that, in establishing new budgetary standards on a
national basis, SBA allow sufficient flexibility to permit
adequate analyses of loan applications. The Adminis-
trator stated that the budgetary standards had been
removed from the SBA national directives and that the
work of a task force established in July 1969 would
result in improvements in the standards. (Report to
the Congress, B-114835, Nov. 6,1969)

41. Participation by Nonbank Sources in SBA
Business Loan Program.— GAO concluded that op-
portunities to obtain additional participation in the
business loan program by nonbank sources such as
insurance companies, credit unions, and pension funds
merited greater attention by the Small Business Ad-
ministration (SBA).

SBA regulations provide that financial assistance is
deemed to be available elsewhere on reasonable terms,
unless specific conditions are satisfied. Included among
these conditions are requirements that the applicant’s
bank has declined to approve a loan and that other
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sources of funds, such as equity financing, have been
considered and are not obtainable under reasonable
circumstances.

GAOQO’s survey showed that, between fiscal year 1961
and the first 10 months of fiscal year 1969, SBA sig-
nificantly increased the participation by banks in the
business loan program. SBA headquarters officialswere
unable, however, to furnish specific information on the
extent of their effortsto obtain participation from non-
bank sources, and Seattle, Wash., regional officials ad-
vised GAO that they had not actively explored nor
solicited such participation.

Most of the representatives of various nonbank
sources contacted stated that they had not been aware
of the features of the program but expressed an interest
in participating.

In response to the recommendation that SBA in-
crease its efforts to obtain additional participation by
nonbank sources, GAO was informed that SBA officials
had discussed with officials of State pension funds, in-
surance companies, and credit unions the possibility of
their participating in the program and that several
State pension funds were now participating. GAO was
also advised that participation by insurance companies
has been limited and credit unions have not partici-
pated but discussions with representatives of these
organizations were continuing. (Report to the Admin-
istrator, SBA, July 31, 1969)

42. Appraising Ligquidation Value of Collateral
for Loans.—The Small Business Administration’s
(SB.4) current practice of not estimating the liquida-
tion value of collateral does not provide responsible
officials with sufficient information on the degree to
which a proposed business loan is secured.

Values provided by the borrower were used for 14
of the 21 loans GAO reviewed. These values were
about 4 times greater than the values subsequently
placed on the collateral at the time of liquidation. GAO
believes that a comparison of the market value with
the estimated liquidation value of the collateral should
have been made at the time of loan application to
permit a reasonable assessment of the risks involved in
making the loans.

SBA discontinued the practice of estimating liqui-
dation value of collateral in April 1964 because of a
belief that the practice had resulted in loans being
declined on the basis that they were not sound. Because
GAO believed that this was not an adequate reason
for abandoning what would seem to be a sound man-
agement practice, it recommended that SBA establish
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a procedure for realistically estimating the liquidation
value of collateral at the time loans are processed for
approval. Also, to assure that loans of sound value are
not turned down solely for lack of collateral, GAO
stated that SBA officials might need additional in-
structions in applying other acceptable criteria used
in the loan approval process.

The SBA Administrator was of the opinion, how-
ever, that SBA’s procedures were adequate. (Report
to the Administrator, SBA, July 31, 1969)

43. Loans to Delinquent Borrowers.— The
Farmers Home Administration (FHA), Department
of Agriculture, is authorized to make operating loans
for purchase of feed, seed, fertilizer, insecticides, farm
supplies, etc., to farmers and ranchers who have farm
backgrounds and training or farm experience sufficient
to insure reasonable prospects of success in their pro-
posed farming operations. At June 30, 1968, cumula-
tive operating loans for active borrowers totaled about
$827 million, of which about $115million or 14 percent
was delinquent.

On the basis of its evaluation of the records of 204
delinquent borrowers in 20 counties in three States
and discussions with FHA county supervisors, GAO
concluded that FHA continued to make loans and
provide assistance to delinquent borrowers who had
been consistently unsuccessful in achieving income and
production goals set by FHA.

GAO concluded also that production and income
goals established by county supervisors when planning
for additional loans to delinquent borrowers were gen-
erally unrealistic in terms of the borrowers’ prior ac-
complishments, and FHA’s system for reporting on
delinquent borrowers was not adequate to disclose the
nature and extent of individual borrower delinquency
problems.

GAO recommended that the Administrator, FHA:

Establish the factors that must be present to con-
stitute “reasonable prospect of success.”

Develop a system to provide FHA State office
officials with current and complete information as
to the nature and extent of individual borrowers’
delinquency problems.

Consider requiring State office review and ap-
proval of applications for additional loans from seri-
ously delinquent borrowers.

Require State office officials to see that (1) ade-
quate annual reviews are made on delinquent bor-
rowers’” accounts and (2) in making additional loans,
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the feasibility of loan repayment is based on realistic
income and production goals.

The Administrator agreed with these recommenda-
tions and informed GAO of actions he planned to take.
(Reportto the Congress, B—114873, Dec. 4, 1969)

44. Fees for Processing Loan Applications.—
The Farmers Home Administration (FHA), Depart-
ment of Agriculture, makes direct and insured rural
housing loans to farmers and other rural residents to
finance the purchase, construction, improvement, re-
pair, or replacement of dwellings and essential farm
service buildings, About 174,000 loans totaling about
$1.3 billion were expected to be made in fiscal year
1970.

FHA performs a number of services without charge
to the applicant in processing a rural housing loan ap-
plication, such as obtaining credit information on the
applicant, reviewing detailed plans and specifications
for proposed construction, and making appraisals of
loan security. GAO estimated that the assessment of
fees for processing applications for rural housing loans
would result in revenues amounting to between $6.1
and $7.8million annually.

Although it is a general policy of the Government
that Federal agencies charge a fee for services that
provide recipients with special benefits beyond those
which accrue to the public at large, FHA was not
charging fees to applicants for rural housing loans be-
cause it believed that the Congress intended that no
fees be charged and that the loans are made to low
income families who would be unable to pay a fee.

Charges for processing loan applications are gen-
erally assessed under other Federal housing loan pro-
grams—notably those of the Federal Housing Ad-
ministration and the Veterans Administration. The
majority of applicants for the Farmers Home Admin-
istration rural housing loans had incomes of from
$6,000 to over $10,000, which were substantially above
the poverty level income established by the Depart-
ment of Labor for rural farm and nonfarm families.
In many instances, the incomes compared favorably
with those of applicants for housing loans under a
major housing program of the Federal Housing
Administration.

FHA also performs services similar to those pro-
vided applicants for rural housing loans when it proc-
esses applications for other types of loans that in-
volve the acquisition of real property. The applicants
for these loans are not required to pay fees for process-
ing loan applications. FHA projected that it would



make about 23,000 such loans totaling about $624
million in fiscal year 1970.

The Administrator, FHA, informed GAO that FHA
would adopt the recommendation that fees be charged
for processing applications for rural housing loans
which would, to the extent practicable, recover the
processing costs and that FHA would reappraise its
approach to fees on other loan programs at the time
it developed fee schedules for the rural housing loan
program. (Reportto the Congress, B-114873, Jan. 23,
1970)

45. Computation of Interest on Loan Repay-
ments. — The Commaodity Credit Corporation (CCC),
Department of Agriculture, had been using a simplified
method of computing interest on grain price-support
loans under which borrowers were charged interest
on loan repayments at the rate of 30 cents per $100
exclusive of fractional amounts under $100, for each
month or fraction thereof that the loans were out-
standing, exclusive of the month in which repayment
was made. No interest was charged on loans repaid
in the same month as disbursed or on loans repaid in
installments under $100.

CCC anticipated, at the time it adopted the sim-
plified method in 1964, that the interest it received
would approximate interest computed at an annual
rate of 3%, percent. GAO’s computations showed,
however, that the overall effective annual interest rate
on repayments of 1967-cropgrain loans was 3.39 per-
cent. Because the revenue was less than expected,
GAO recommended that the method be reevaluated.

CCC revised its method to provide that interest
on loans for 1970 and subsequent crops be charged on
the nearest $10 of principal repayment, rather than
disregard fractional amounts up to $99.99. Also, CCC
eliminated the grace period for repayment of loans
when the last day of a month was a nonworkday.
GAO had questioned whether the grace period was
equitable because repayments made on the first work-
day of a month were considered, for purposes of com-
puting interest, as repayments in the preceding month
and consequently bore no interest for that month.

CCC estimated that interest revenues would increase
by about $570,000 in fiscal year 1971 and that there
would be additional interest revenues in ensuing years.
(Report to the Executive Vice President, CCC,
Apr. 25, 1969)

46. Measuring Effect of Loan Program. — A study
released in July 1969 by the Farmers Home Adminis-
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tration (FHA), Department of Agriculture, which ad-
ministers the Economic Opportunity (EO) loan pro-
gram designed to assist low income rural families in
raising and maintaining their income and living stand-
ards, showed that borrowers in the program for 3
years had greater family income gains than borrowers
in the program for 1 or 2 years.

In determining the progress made by each borrower,
FHA included income from all sources—farms, non-
agricultural enterprises, family income, including
wages and salaries, and public assistance —to arrive at
gross income. GAO expressed the view that, in order
to properly evaluate the impact of the loan program,
FHA should have included income only from enter-
prises financed by the EO loans. Inclusion of income
from all other sources resulted in overstating gains at-
tributable to the program.

Also, in determining borrowers’ progress, FHA did
not take into account the borrowers’ obligations to
repay loan principal. In GAQO’s opinion, this factor
should be considered in measuring progress because it
affects the amounts borrowers have left from net in-
come to pay living expenses and raise their standards
of living.

FHA did not agree that the gains of borrowers were
overstated by including income from all sources, stat-
ing that supervision of borrowers included counsel-
ing on a wide variety of actions the borrowers might
take to increase their opportunities and incomes.

GAO continues to believe that, to adequately show
how well the loan program is achieving its objectives,
statistics should be developed to show separately the
extent to which the loans have assisted borrowers in
raising their income and living standards. (Report to
the Administrator, FHA, Jan. 30, 1970)

47. Use of General Obligation Notes as Security
for College Housing Loans.—The Department of
Housing and Urban Development (HUD) required
private educational institutions to issue revenue bonds
as security for direct Federal loans made for the con-
struction of housing facilities under the college housing
program.

Before a borrowing institution offered its bonds for
sale, it had to have a bond counsel render an opinion
on the legality of the bond issue and prepare the bond
indenture. This requirement was based on a regu-
lation that the bonds had to be offered for public sale.
The requirement for public offering was eliminated
in 1967, however, because the Government was the
only bidder. The bond counsel fee, the cost of adver-

23



SECTION 1

tising, and other costs identified with the preparation
and sale of bonds were included by the applicant in
the total eligible project costs, part of which are borne
by the Federal Government.

GAO estimated that, for the direct loan projects ap-
proved by HUD in fiscal year 1969, the Governmenr
could realize savings of about $647,000 over the 40-
year loan period if general obligation notes instead
of revenue bonds had been used. Use of general obli-
gation notes would have eliminated the counsel fees
and bond printing costs. This would have reduced the
amount the Government was required to lend and,
hence, would reduce interest costs to the Govern-
ment which makes the loans at 3 percent. Savings
would be realized by the educational institutions also.

Subsequent to GAO’s discussion with HU D officials,
three trial projects were initiated using obligation notes,
instead of revenue bonds, as security for direct Federal
loans. HUD stated that it would advise GAO d the
results of its study and any further actions that might
be taken in the matter as soon as the trial projects and
related studies were completed and evaluated. (Report
to the Assistant Secretary, HUD, Mar. 30, 1970)

48. Frequency of Loan Disbursement.— The
Guaranteed Student Loan program, administered by
the Office of Education, Department of Health, Edu-
cation, and Welfare (HEW), enables students attend-
ing colleges, universities, or vocational schools to obtain
long term loans from banks, credit unions, savings and
loan associations, or other participating lenders. Such
loans are insured either by State or private nonprofit
agencies or by the Federal Government when students
or lenders do not have reasonable access to a State or
private nonprofit loan insurance program. The Gov-
ernment usually pays the interest on the loans while
the borrowers are in school and during a grace period
afterwards. The Government bears all the losses for
defaulted federally insured loans and a large portion of
the losses for defaulted State or privately insured loans.

The Government paid interest totaling $44.2 million
through December 1968. Based on a statistical sam-
pling, GAO estimated that interest payments would
have been about $8.9 million less if lenders had been
required to dishurse students’ loans at the beginning
of each period of the school year for which the funds
were required rather than in a lump sum at the begin-
ning of the first academic period. Also, the potential
loss to the Government for defaulted loans would de-
crease by more frequent payments to students.

During GAO’s review the Office of Education issued
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instructions to encourage participating lenders to dis-
burse loans in installments where appropriate. A ran-
dom sample of loans made after the instructions were
issued, however, showed that a significant number of
lenders were continuing to disburse loans in lump sums.

GAO recommended that the Secretary, HEW,
effectively arrange for lending institutions to disburse
student loans on an installment basis when the funds
are for use in more than one academic period. GAO
was informed that Federal regulations would be
amended to provide that lenders make disbursementsin
such installments as are deemed appropriate by the
lenders with the exception that the funds disbursed
during a given semester, quarter, or term are not to be
greater than the amounts required by the students for
that academic period. (Report to the Congress,
B-164031, Apr. 20, 1970)

Low Rent Housing Programs

49. Administration of the Leased Housing Pro-
gram.— The Department of Housing and Urban De-
velopment (HUD) and local housing authorities
(LHASs) had imposed restrictions in the administra-
tion of the leased housing program for low income per-
sons which impeded progress of the program. Also,
LHAs’ operating programs had not been designed or
adjusted in line with the housing needs of low income
persons and the availability of suitable vacant housing
in the local areas.

Also, some LHAs were housing persons who were
already adequately housed while other applicants con-
tinued to live in substandard dwellings. In many cases,
LHAs negotiated unjustified higher rents for dwelling
units than had been charged the occupants prior to
their participation in the program, and some LHAS
were providing assistance to persons who owned rela-
tively large amounts of assets. Two LHAS were oper-
ating the leased housing program in such a manner that
eligible applicants who had been on waiting lists for
low rent public housing projects were not always
afforded the opportunity to participate in the program.

GAO recommended that HUD give specific atten-
tion to these matters in its reviews of LHA leasing
operations and, where leasing progressis being impeded
because of LHA-imposed restrictions that go beyond
the standards established by HUD, appropriate action
be taken to remove the impediments.

HUD initiated some improvements in its administra-
tion of the leased housing program but did not agree



with the proposals regarding priorities or asset limita-
tions. GAO therefore expressed the belief that the Con-
gress might wish to consider whether priority should be
given to persons who are not adequately housed and
whether asset limitations should be established for
determining program eligibility. (Report to the Con-
gress, B—118718, Feb. 4, 1970)

50. Concrete Inspection and Testing Require-
ments.—Department of Housing and Urban Develop-
ment (HUD) construction representatives and local
housing authority (LHA) inspectors had not enforced
contract requirements regarding concrete testing as a
means of determining whether the concrete used in
the construction of low rent housing projects complied
with contract specifications.

Also, the contracts for some projects did not contain
specific provisions regarding the frequency at which
concrete compressive strength tests should be made as
a means of determining compliance with contract
requirements, even though concrete of specified com-
pressive strength was required by the contracts. Gen-
erally accepted concrete testing standards require more
tests than were made in such cases.

Weaknesses in construction inspections and devia-
tions from contract specifications could result in ad-
verse effectswhich may not appear for some years after
the construction of a project has been completed.

HUD issued revised instructions emphasizing the
importance of LHA inspectors’ and HU D construction
representatives’ carrying out all of their responsibili-
ties and fully enforcing all contract requirements. Also,
HUD advised GAO that the HUD Office of Audit
would give full consideration to scheduling reviews
of HUD regional office activities and controls relating
to low rent housing construction in planning program
audits for fiscal year 1971.

GAO believed that certain actions in addition to
those proposed by HUD were needed to strengthen its
controls. Accordingly, it recommended that more
effective use be made of HUID’s regional construction
representatives during their periodic visits to housing
construction projects by having them place greater
emphasis on determining whether on-site inspections
by local housing authorities are adequate to insure
compliance with contract specifications.

GAO also recommended that, in the absence of
specific contractual requirements for the testing of
concrete, local housing authorities be required to ad-
here to generally accepted concrete testing standards,
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unless advance approval is obtained from HUD for
justifiable deviations from such standards. (Report to
the Congress, B—118718, Mar. 24, 1970)

Mapping

51. Map Pricing Practices.— An opportunity
exists for the Federal Government to realize additional
revenues if the Geological Survey, Department of
the Interior, would sell its maps at prices based on
their fair market value. In the determination of its
map pricing structure, the Survey has followed the
practice of pricing its maps on the basis of costs essen-
tially in accordance with that provision of Bureau of
the Budget (BOB) Circular No. A-25 which deals
with Government services, rather than on the basis of
the fair market value which is required by the circular
when the Government sells property or resources.

GAO believes that maps are tangible commodities
and that they would more properly be considered as
resources or property and should not be sold at prices
which are based solely on cost. Information obtained
in GAO’s review indicates that the fair market value
of the Survey’s maps is greater than the prices being
charged. The potential additional revenues which
could be realized if the Survey sold its maps at prices
based on their fair market value could be significant
because of the large volume of maps sold—five million
in 1968.

The Department of the Interior remained of the
opinion that the Survey’s maps are a service and
should be priced to recover essentially the cost of print-
ing and distributing the maps.

However, BOB advised GAO that it planned to
undertake a review of the broader issue implied in the
question raised in this report; that is, whether maps
produced by Federal agencies, and probably other
services or products supplied by the Government, are
servicesor property. BOB'’s objective in this review will
be to develop policy guidance for the pricing of services
and products that may not fall clearly into either the
service or the product group discussed in BOB Circular
A-25.

GAO considered BOB’s planned review to be re-
sponsive to the matters discussed in the report ; how-
ever, because of the additional cost recoveries that
may be obtainable, GAO recommended that BOB
undertake its review as soon as possible. In June 1970
GAO was informed that the review had been recently
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initiated. (Report to the Congress, B-118678, Sept. 3,
1969)

52. Coordination of Federally Financed Mapping
Activities. — State and local agencies have been doing
a significant amount of mapping, financed in part
with Federal funds, under certain programs of the
Departments of Transportation and Housing and
Urban Development without coordinating this map-
ping with the national topographic program of the
Geological Survey, Department of the Interior.

If the State and local agencies would use scales and
standards comparable to those used by the Survey,
some steps in the preparation of the Survey’smaps for
unmapped areas and in the revision of existing maps
could be eliminated. Thus, savings could be realized
by the Survey. However, in meeting the Survey’s
standards, there would be additional costs to Federal
programs that finance in part State and local agency
map preparation. GAO did not determine the poten-
tial net savings to the Federal Government.

During this review the Bureau of the Budget re-
sponded to GAQO’s suggestion by revising its Circular
No. A-16 to provide for the coordination of mapping
activities financed in part with Federal funds with the
national topographic program whenever such coordi-
nation is practicable and feasible. (Report to the

Congress, B-118678, Dec. 17, 1969)

53. Coordination of Federally Financed Mapping
Activities. — There was a need for the Map Informa-
tion Office (M10) of the Geological Survey, Depart-
ment of the Interior, to expand its activities to serve as
a central source of information on mapping activities
of Federal agencies and State and local agencies that
conduct mapping activities with the assistance of Fed-
eral funds. Expansion of MIQO’s activities would pro-
mote increased and more effective use of maps, help
reduce overlapping in mapping activities, and mini-
mize the time and effort expended by Government
agenciesin locating usable data.

Although MIO was established to collect, classify,
and disseminate information on maps available from
Federal agencies and other sources, it generally per-
formed this function only for the maps of the topo-
graphic series published by the Geological Survey.

GAO was informed that MIO planned to expand its
activities as had been suggested and that initial steps
had been taken. (Report to the Congress, B—118678,
Dec. 17, 1969)
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Medicare Program

54. Payments for Services of Supervisory and
Teaching Physicians. — An association of supervisory
and teaching physicians received payments of $1.6 mil-
lion under the supplementary medical insurance por-
tion (part B) of the Medicare program for services
claimed to have been provided by its member physi-
cians. Hospital records indicated, however, that the
professional services had been furnished, in almost all
cases, by residents and interns at the hospital and that
there had been only limited involvement by the attend-
ing physicians in whose names the services had been
billed. The salaries of the residents and interns at the
hospital were allowable costs under the hospital in-
surance portion (part A) of the Medicare program.

At GAO’s suggestion the Social Security Admin-
istration (SSA) made further inquiries into the pro-
priety of the payments made to the association and
determined that there had been overpayments of $1.1
million.

Subsequently, SSA obtained a $300,000 refund from
the association and the association agreed to refund
the remaining $800,000 over a 3-year period by offsets
against future payments due it. (Report to the chair-
man, Senate Committee on Finance, B-164031,
Sept. 3, 1969, and Feb. 11, 1970)

55. Allocation of Administrative Costs.—GAO’s
review showed that certain costs for data processing,
executive compensation, and related costs, and other
indirect costs incurred by a carrier authorized to make
Medicare payments for the Social Security Admin-
istration, Department of Health, Education, and Wel-
fare (HEW), had not been equitably allocated to the
Medicare program.

The carrier agreed to revise its method of allocating
costs and to reduce its allocation for 1967 by about
$135,000.

GAO recommended that the Commissioner of
Social Security take appropriate action to assure that
similar costs are properly allocated to the Medicare
program by other carriers and intermediaries and to
determine whether the agreed upon reductions in the
administrative costs charged to the Medicare program
were made.

GAOwas advised in June 1970that the HEW Audit
Agency was reviewing the carriers” administrative costs
and that the recommended cost reductions would be
included in its report, which will be used as the basis



for final settlement with the carrier. (Report to the
Commissioner o Social Security, Dec. 3, 1969)

56. Payments for Durable Medical Equip-
ment.— The law provides for reimbursing Medicare
beneficiaries for 80 percent of their costs of purchas-
ing or renting durable medical equipment such as
hospital beds, wheelchairs, iron lungs, etc. Reimburse-
ments for items costing less than $50 may be made in
a lump sum; reimbursements for more expensive items
are limited to periodic payments equal to the cost of
renting the equipment.

GAO’s review of selected claims for reimbursement
showed that the rental costs for this equipment often
exceeded, and in several cases more than tripled, the
purchase price. Although a beneficiary has the option
of renting or purchasing durable medical equipment,
the Social Security Administration (SSA) could issue
regulations requiring determinations of which method
of procurement would be more economical. Also, a
system could be implemented under which the bene-
ficiarieswould be assisted in making prudent rental or
purchase decisions. SSA’s regional representative in-
dicated, however, that some changes in legislation
might be needed before the regulations could be
changed.

GAO suggested that SSA study the potential sav-
ings available through prudent rent-purchase deter-
minations. Such a study would provide valuable in-
formation to support decisions regarding the need
for legislative or regulatory changes. (Report to the
Bureau of Health Insurance Regidnal Representative,
June 3,1970)

57. Minimizing Duplicate Coverage Under Medi-
care Program.— The Social Security Administration
(SSA) is responsible for administering the Medicare
program for persons who are entitled to SSA benefits,
and the Railroad Retirement Board (RRB) is respon-
sible for administering the Medicare program for rail-
road workers, their spouses, and RRB annuitants who
are not entitled to benefits from SSA. GAO found
cases, however, where persons entitled to both SSA
benefits and RRB annuities had Medicare coverage at
both agencies. Both agencies were collecting premiums
and the possibility for duplicate Medicare benefit pay-
ments existed.

RRB officials subsequently established procedures
for reconciling their records with those maintained by
SSA so as to minimize duplicate coverage. Also, action
was taken to refund duplicate payments of insurance
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premiums. (Report to the chairman, RRB, Apr. 17,
1970)

Mortgage Assistance and Insurance
Activities

58. Mortgage Loan Insurance Ceilingsand Land
Appraisals.— GAO raised questions for the considera-
tion of the Congress relating to mortgage loan insur-
ance ceilings and land appraisals for large and com-
plex self-contained cooperative housing communities,
such as represented by the Rossmoor Leisure World
developments, which comprise many individual but
interdependent and integral property segments. These
questions stemmed primarily from the practice of the
Department of Housing and Urban Development
(HUD) of insuring mortgage loans for such large co-
operative housing communities under legislative pro-
visions and related administrative procedures which
GAO believed were geared to provide Federal assist-
ance for smaller, less complex projects.

Although segments of the Leisure World commu-
nities are mortgaged separately, they are closely related
to each other. The statute authorizing HUD’s assist-
ance provides that the amount of an insured mortgage
on any property of a private mortgagor, such as Leisure
World, cannot exceed $20 million. HUD applied the
$20 million statutory limit to each segment of a Leisure
World community. As a result, HUD insured or had
commitments to insure mortgages aggregating about
$270 million on five particular communities. Under
the procedure used, there is no limit on the aggregate
amount of mortgage loan insurance risk the Federal
Government can assume on such a community. Use
of this procedure may not have been envisioned by the
Congress.

Also, HUD’s treatment of each segment of a devel-
opment as a separate project resulted in substantial
increases in land appraisals and increased the land
prices paid to the developer by the cooperative mort-
gage corporations. Legislative history indicated to GAO
that the principal objective of the cooperative hous-
ing mortgage insurance program was to assist in pro-
viding housing at reduced costs to the consumers and
that the program was to be administered to insure that
its benefits would accrue to the consumers.

HUD and the Leisure World developer generally
expressed the view that HUD’s application of the mort-
gage limitation and HUD’s land appraisal procedures
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and practices were appropriate for insured mortgage
loans for such large communities. In view of the na-
ture and magnitude of these communities and the
basic intent of the cooperative housing mortgage insur-
ance program, GAO believes the questions raised con-
cerning the mortgage limitation and land appraisals
warrant congressional attention. (Report to the Con-
gress, B-158910, Feb. 27, 1970)

Soil Conservation

59. Effectivenessof the Soil Conservation Oper-
ations Program. — A review of the conservation opera-
tions program of the Soil Conservation Service (SCS),
Department of Agriculture, disclosed that operating
units in two States that generally followed the guides
issued by SCS assisted more than twice the percentage
of landowners or operators as were assisted in two
other States where the guides were not followed. Also,
there were indications that the operating units in the
two States where the guides were generally followed
were more effective than the operating units in most
of the States not covered in the review.

The operating units provide farmers and ranchers
with technical assistance in the development, applica-
tion, and maintenance of conservation practices on
their land. The guides are intended to assist the operat-
ing units in planning, organizing, and scheduling their
work.

GAO concluded that the principal reasons SCS
operating units had not generally followed the guides
were that they had not been directed specifically to do
so and had not been apprised sufficiently of the use-
fulnessof the guides.

GAO proposed that the SCS Administrator (1) re-
quire all operating units to organize, plan, schedule,
and manage their work in accordance with the pro-
visions of the guides and (2) clarify the guides, where
necessary, to more effectively communicate to all SCS
State, area, and operating unit personnel the value
and necessity of following the guides. GAO was sub-
sequently informed that corrective action had been
taken to accomplish the objectives of these proposals.
(Report to the Congress, B-114833, Oct. 22, 1969)

Training Activities

60. Approval and Administration of Institutional
Training Courses. — A review of institutional training
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programs in California, Illinois, and Texas under the
Manpower Development and Training Act of 1962
showed that Department of Labor (DOL) officials
approved institutional (classroom-type) training
courses in these States in certain serviceand semiskilled
occupations without adequately determining whether
such training was necessary to qualify the unemployed
for the available jobs and whether other factors, such
as substandard wages or working conditions, were re-
sponsible for the persistent shortage of workers in cer-
tain occupations. Certain courses were approved
principally on the basis that jobs were available and
persons were unemployed.

Also, the duration of many training courses did not
appear to be reasonable or to be consistent with the
requirements of the occupations for which training
was being given. Wide ranges in course duration oc-
curred because, in the absence of guidelines, field of-
ficials of the Department of Health, Education, and
Welfare (HEW) had to rely solely on their own judg-
ment in approving courses.

GAO was informed, in response to its recommenda-
tions, that responsible State and local officials were
being constantly reminded to make the required deter-
minations, as prescribed by the Department of Labor,
before recommending institutional training projects to
the Department for approval. Also, the Assistant Secre-
tary of Labor for Administration agreed with the rec-
ommendation that DOL in cooperation with HEW
expand the use of coupled training programs, under
which persons trained for semiskilled or service occupa-
tions would receive basic education and prevocational
training through institutional training courses and re-
ceive vocational training, when needed, through on-
the-job training.

The Assistant Secretary, Comptroller, HEW, advised
GAO in January 1970 that guidelines were being de-
veloped to assist local approving officials in determining
the most appropriate length for training courses. (Re-
port to the Secretary of Labor and the Secretary of
HEW, B-146879, Nov. 17,1969)

61. Administration of On-the-Job Training
Contracts.— The Department of Labor (DOL)
awarded two contracts, totaling about $659,000, to a
contractor for the purpose of promoting on-the-job
training under the Manpower Development and
Training Act of 1962 for about 822 unemployed and
underemployed persons in the Chicago area.

The contractor had developed only 65 positions with
subcontractors during the 8v%-month period from



September 15, 1968, through May 31, 1969, and had
placed only 36 persons in training during this same
period. Also, about 99 percent of the $91,000 expended
during this period was for administrative costs.

GAO noted that (1) ineligible persons were enrolled
in the program, (2) DOL funds were used to pay en-
tire salaries of various contractor officials who were
engaged in outside activities not connected with the
program, (3) guidelines for and documentation of
counseling services provided to disadvantaged trainees
were needed, and (4) the contractor did not ascertain
either the number of employees normally trained by
the subcontractors or the subcontractors’ precontract
level of expenditures for training— informationneeded
to avoid Federal payments for training costs normally
borne by the subcontractors.

The Assistant Secretary for Manpower, DOL, stated
in January 1970 that performance under the first con-
tract was generally considered acceptable but agreed
that performance had dropped to an unacceptable level
during the second contract period. He stated that DOL
had identified the significant reasons for this nonper-
formance and, in line with GAO’s recommendations,
had taken action in some cases and was assessing what
additional actions should be taken to assure an effective
performance level from the contract. (Report to the
Assistant Secretary for Manpower, Department of
Labor, Jan. 7, 1970)

Uranium Enrichment Program

62. Issues Relating to the Possible Establish-
ment of a Government Uranium Enrichment Enter-
prise.—At the request of the Joint Committee on
Atomic Energy, GAO examined important issues to be
resolved in the possible establishment of a Government
uranium enrichment enterprise. Such an enterprise
would assume future responsibility for operation of the
Atomic Energy Commission’s (AEC) three gaseous
diffusion plants.

The review was directed at what, in GAO’s opinion,
were the most important areas involved in transferring
AEC’s uranium enrichment functions to a Government
enterprise:

Functions, facilities, and materials related to
uranium enrichment.

Organization and management of enrichment
activities.

Capitalization and financing.
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GAO identified and discussed a number of alterna-
tives to the present AEC ownership of the uranium
enrichment function, ranging from AEC ownership
with authority to borrow funds to a mixed Govern-
ment-industry corporation, together with some advan-
tages and disadvantages of each alternative. Five
alternative caseswere considered :

Continued operation of the plants by a subdivision
of AEC which would have self-financing authority.
This would involve the least amount of change from
the present organization and should be the most
economical.

Establishment of a corporation within AEC to
operate the plants. This would be the next simplest
and most direct approach.

A wholly owned Government corporation with
limited AEC participation in its management. This
would provide opportunity for some coordination
between the corporation’s and AEC’s policies and
programs and permit greater independence and
flexibility in operations than in the two cases above.

A wholly owned Government corporation inde-
pendent of AEC. This would further remove the
enterprise from AEC influence and should provide
for operation in a manner more like that of a busi-
ness enterprise.

An independent Government corporation with
partial private ownership. Ifownership is to be trans-
ferred gradually and in the near future to a single
private corporation, private ownership in the initial
corporate structure could give private investors a
voice in the enrichment enterprise at an earlier time
and establish the basic classes of stock which would
eventually make up the capital structure of the
corporation.

The report also contained a summary of the various
statutes involving Government corporations and dis-
cussed the major provisions to be considered in en-
acting legislation for a uranium enrichment corpora-
tion. (Report to the chairman, Joint Committee on
Atomic Energy, B-159687, Oct. 17, 1969)

Veterans Benefits

63. Policy Loan Interest Rates.— The Veterans
Administration (VA) administers five Government
life insurance programs for veterans. Loans are avail-
able to those who hold permanent plan policies.

The law requires that the interest rate established
by the Administrator of Veterans Affairs for policy
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loans be reasonable and practicable. However, it does
not specify criteria for determining reasonable and
practicable interest rates. The rate has been 4 percent
since 1946. Under one of the programs—the United
States Government Life Insurance program—VA, by
law, cannot charge more than 5-percent interest.

GAO believes that the 4-percent rate is not reason-
able because of the recent and substantial increases in
market interest rates and in interest rates on invest-
ments of the insurance funds and the higher interest
rates on loans on commercial insurance policies. The
rate on new policy loans should approximate the rate
earned on new investments of the insurance funds.

If, during calendar year 1968, VA had charged 5
percent, 6 percent, or 7 percent instead of 4 percent,
the earnings distributable to policyholders would have
been increased somewhere between $500,000 and $4
million, depending on the rate charged and the num-
ber of new loans made.

Inview of the reluctance of VA to adjust the interest
rate, GAO suggested that the Congress might wish to
consider legislation that would (1) provide the Ad-
ministrator of Veterans Affairs with specific criteria
for the adjustment of the interest rate on policy loans,
and (2) remove the 5-percent statutory limitation ap-
plicable to the United States Government Life Insur-
ance program. (Report to the Congress, B-114859,
May 28,1970)

Water Pollution Control

64. Effectiveness of the Construction Grant
Program in Water Pollution Control. — During fiscal
years 1957 through 1969, the Federal Water Quality
Administration (FWQA) (formerly the Federal Water
Pollution Control Administration) awarded grants of
about $1.2 billion to States, municipalities, and inter-
governmental agencies for construction of more than
9,400 waste treatment projects having a total estimated
cost of about $5.4 billion.

GAO reported that the benefits of this construction
have not been as great as they could have been be-
cause many of these projects have been built on water-
ways into which other major polluters — industrial or
municipal — located nearby continue to discharge un-
treated or inadequately treated wastes.

The program has been administered for the most
part using a “shotgun® approach —awarding grants
on a first-come-first-served or readiness-to-proceed
basis with little consideration being given to the bene-
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fits to be attained by the construction of individual
waste treatment plants.

In view of the magnitude of the water pollution
problem and the limited Federal funds available, GAO
believed that grants should be awarded on a more
systematic basis and that FWQA should give consid-
eration to achieving interim goals, that is, providing
less than secondary treatment when such treatment
will result in enhancing water quality or in attaining
the States’ water quality standards.

GAO recommended that the Secretary of the Inte-
rior require that the States, in establishing priorities for
the construction of waste treatment facilities, and
FWQA, in approving grants for such construction, give
consideration to (1) the benefits to be derived from
the construction of the facilities and (2) the actions
taken, or planned to be taken, by other polluters of
the waterways.

It also recommended that FWQA consider utilizing
systemsanalysis techniques in the planning for and im-
plementing of water pollution control programs and
consider the practicality of providing, through its
computer system, data needed by the States in estab-
lishing priorities for the construction of waste treat-
ment facilities.

The Department of the Interior agreed that a more
systematic means of awarding construction grants must
be found, and on July 2, 1970, the Secretary of the In-
terior issued regulations which require that, to be
eligible for Federal aid, a new project must fit in with
comprehensive river basin-wide programs for pollu-
tion abatement as well as with metropolitan and
regional plans.

The Department took the position, however, that
providing less than secondary treatment of wastes
would not be acceptable and that interim goals should
not be established. GAO recommended, therefore, that
the Congress consider requiring the Department to
provide for interim goals and to allow communities to
construct less than secondary treatment facilities when
it can be demonstrated that a lesser degree of treatment
will result in water quality enhancement commen-
surate with proposed present and future water uses.

I'n addition, since the Federal Water Pollution Con-
trol Act provides that priority for construction grants
be given on the basis of financial as well as water pollu-
tion control needs—which could result in the award
of grants that provide little benefit in terms of ap-
preciably improving water quality or uses—GAQO sug-
gested that the Congress might wish to consider
amending existing legislation to provide that priorities



be established on the basis of benefits to be realized.
(Report to the Congress, B—166506, Nov. 3, 1969)

65. Grants Awarded for Constructing Waste
Treatment Facilities Which Benefit Industrial
Users.—A large amount of Federal grant funds have
been awarded by the Federal Water Quality Adminis-
tration (FWQA) (formerly the Federal Water Pollu-
tion Control Administration) to municipalities for the
construction of facilities to treat significant quantities
of industrial wastes. GAO identified seven grants total-
ing about $503,000 which had been awarded for the
construction of facilities to treat industrial wastes only.
Also, a partial list of projects in which industrial wastes
represented 50 percent or more of the total volume of
wastes treated showed Federal grants of about $81 mil-
lion for 381 facilities estimated to cost about $360
million.

FWQA has not required industrial plants to finance
any part of the cost of constructing waste treatment
facilities and, if the trend toward municipal treatment
of industrial wastes continues, a heavy demand on Fed-
eral construction grant funds could occur in the future.

Although the Congress is aware that grants are
awarded for construction of facilities to treat both do-
mestic and industrial wastes, it is questionable whether
the Congress intended that grants be awarded for the
treatment of industrial wastes only. GAO therefore sug-
gested that the Congress might wish to:

Clarify its intent as to whether Federal grants are
to be awarded to municipalities for the construction
of facilities for the treatment of industrial waste only.

Consider other alternatives for financing the con-
struction of joint municipal-industrial facilities.

In addition, GAO suggested that the Congress might
wish to consider the information in the report in view
of proposed water pollution legislation in 1970 regard-
ing the financing of municipal waste treatment facili-
ties and the problem of financing industrial pollution
control.

The Department of the Interior concurred in the
need to examine existing policies and to develop new
policies where appropriate. On July 2, 1970, the Sec-
retary of the Interior issued regulations which provide
that a Federal grant may be made for a waste treat-
ment project designed to treat industrial wastes if the
project provides for integrated, but not necessarily con-
nected, waste disposal for a community, metropolitan
area, or region. The regulations provide also that, if in-
dustrial wastes are to be treated in a joint municipal-
industrial system, industry would have to pretreat
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those wastes which would otherwise be detrimental to
the system and an equitable system of cost recovery
would be required.

While the full import of the regulations is not clear,
they do not fully cover the matters GAO suggested for
consideration by the Congress. (Report to the Con-
gress, B-166506, May 8,1970)

Water Resources Development
Program

66. Allocating Costs of Water Resources Proj-
ects.— The procedures being used by the Corps of
Engineers (Civil Functions), Department of the Army,
in allocating the costs of multiple-purpose water re-
sources projects to the various project purposes were
not appropriate. Use of these procedures for the 20
Federal projects included in GAQO’s review resulted
in an underallocation to power of as much as $134
million, exclusive of related interest costs, and an
overallocation of about $16 million to other project
purposes, such as water supply, irrigation, flood con-
trol, and recreation. The costs allocated to power,
water supply, and irrigation are reimbursable to the
Federal Government while costs allocated to pur-
poses such as flood control and recreation are not
reimbursable. The Corps’ procedures also resulted
in increased Federal participation of about $5 mil-
lion in two partnership projects with States or other
governmental units.

In allocating costs, the Corps must determine the
cost of an alternative single-purpose project for each
project purpose. The Corps uses the estimated cost of
a federally financed steam plant as the alternative
source of power for determining the amount of project
costs to be allocated to power although the Congress
has not authorized the construction of federally fi-
nanced steam plants outside the area served by the
Tennessee Valley Authority. This procedure results in
a lower allocation of project costs to power than would
be the case if the costs were allocated on the basis of
an appropriate alternative source.

Costs of multiple-purpose water resources projects
should be allocated on the basis of the alternative
source of power that is most likely to be developed in
the absence of the multiple-purpose project. Unless
the Corps’ procedures are revised, the Federal Govern-
ment will not recover the underallocated costs or the
related interest costs.
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GAO recommended that the Secretaries of the
Army and the Interior apply more appropriate pro-
cedures to all current and future projects where cost
allocations have not yet become final, pending es-
tablishment of uniform cost allocation standards by
the Water Resources Council. The Departments gen-
erally disagreed with this position. The Department
of the Interior agreed, however, that the subject was
worthy of further analysis and endorsed GAQO’s rec-
ommendation that the Water Resources Council es-
tablish uniform policies, standards, and procedures for
cost allocations. (Report to the Congress, B—168798,
May 25, 1970)

67. Relocating Railroad Facilities at Water Re-
sources Projects.—In replacing railroad facilities
necessitated by the construction of three Federal water
resources projects, the Corps of Engineers (Civil Func-
tions), Department of the Army, provided the rail-
roads with some replacement facilities which were
better than those needed to meet the Government’s
obligation to provide facilitiesequivalent to the ones re-
placed, resulting in increased costs to the Government
of about $3.9 million. Also, for two of these projects,
the Corps did not consider adequately the need for
participation in the cost of service roads which were
planned but not constructed by the railroad at the time
of the relocation negotiations. As a result, the Govern-
ment ultimately incurred the entire cost of construct-
ing the service roads on the relocated lines.

The Department of the Army agreed that there
was a need for guidance related to the relocation of
existing facilities and issued guidelines requiring that
(1) full documentation be maintained for all items of
cost considered during preparation of cost estimates
and in negotiations for relocations, (2) before select-
ing a negotiating position, the District Engineer obtain
and evaluate documented evidence from the railroads
supporting their contention that any new features or
betterments requested are necessitated solely as a result
of the relocation, and (3) proposals for negotiating
settlements with the railroads be submitted to the
Office of the Chief of Engineers for approval.

With respect to Federal participation in the cost
of facilities planned but not constructed, GAO recom-
mended, despite disagreement by the Department, that
guidelines be issued requiring that Federal participa-
tion (1) be based upon documented evidence that
planned improvements on the railroad lines would
be adversely affected by their relocation and (2) be
limited to the extent that the cost of the planned
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improvements is increased by the relocations. GAO
recommended also that the Corps obtain congressional
consent whenever it believes that the best interest of
the Government can be served by participating in the
increased cost of planned railroad improvements
brought about by a relocation. (Report to the Con-
gress, B-114885, June 12, 1970)

68. Preparation of Recommended Cost Alloca-
tions for Water Resources Projects. — The cost allo-
cation, prepared by the Corps of Engineers (Civil
Functions), Department of the Army, and included
in the appendix of a report submitted to the Congress
for its information in considering a proposed authori
zation for additional work on one water resources proj-
ect, supported cost-sharing percentages of about 77
percent for the Federal Government and 23 percent
for the local participants. In the body of the report,
however, the Corps recommended that the Congress
approve a cost-sharing percentage of 80 percent as the
Federal Government’s share. Use of the latter percent-
age, which would increase the Federal Government’s
share of the cost by about $2.7 million, was based on
the percentages used in a prior authorization.

The cost allocation for another project contained
errors, was not reviewed for accuracy, and used data
that was not current, resulting in increased Federal
participation of about $440,000.

These matters demonstrated a need for (1) ade-
quate disclosure to the Congresswhen the project cost-
sharing arrangements recommended to the Congress
differ materially from the cost allocation computed by
the Corps and (2) improved review of the data and of
the calculations used in preparing cost allocations.

The Department of the Army agreed that there was
a need to improve, at the field level, the review of data
and calculations used in preparing cost allocations and
requested the Corps to develop improved procedures
for reviewing the allocations. (Report to the Secretary
of the Army, B-167941, Dec. 10, 1969)

69. Interest Rates Used in Computing Cost of
Financing Federal Power Systems.— The criteria
used in determining the cost of financing the Federal
power systems of the Department of the Interior and
the Corps of Engineers—costs that are repayable from
revenues obtained from the sale of power—result in
the use of interest rates that are not representative of
the cost of funds borrowed by the Treasury during the
period of construction. Consequently, the Govern-



ment’s cost of financing these systems has been sig-
nificantly understated.

As an example of the understatement of financing
costs, the interest rates used in the Federal Columbia
River Power System, although established in accord-
ance with long accepted criteria, have resulted in
understating (1) by about $22 million the capitalized
interest costs during construction for those major
projects still under construction in fiscal year 1968
and (2) by about $2 million the interest expense for
fiscal year 1968 on the unrepaid Federal investment
related to the transmission facilities of the Bonneville
Power Administration.

In response to GAO’s draft report, the Treasury
Department indicated agreement with GAQ’s position
regarding the interest rate criteria. The Department
of the Army stated that the Corps of Engineers, in the
future, would use a new interest rate formula to calcu-
late power costs. The Department of the Interior, on
October 27, 1969, announced that new Federal power
projects would be charged with an interest rate which
better reflects the cost of money to the Government.

Although the changes by the Department and the
Corps are significantimprovements, GAO believes that
neither will result in a realistic measure of the cost
to the Treasury of borrowing money during the period
of construction of power projects.

Because the interest rates used have not been repre-
sentative of the financing costs, GAO suggested that
the Congress might wish to consider changing the in-
terest rate criteria to provide that:

The interest costs to be capitalized as part of the
Government’s investment in power projects be based
on an interest rate prescribed by the Secretary of the
Treasury taking into consideration the average
market yield, during the year in which the invest-
ment is made, on the outstanding marketable obliga-
tions which he considers to be most representative
of the cost to the Treasury of borrowing money to
construct the power projects.

The interest to be paid to the Treasury annually
on the Government’s unrepaid investment in power
projects be based on a composite of the average
market yields used in computing the capitalized
interest costs.

(Report to the Congress, B-167712, Jan. 13, 1970)

70. Possible Prevention of Accomplishment of a
Purpose of a Water Resources Project. — The Bureau
of Reclamation, Department of the Interior, amended
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its contract with the Westlands Water District, the
largest user d water provided by the San Luis Unit, a
major addition to the Central Valley project, Cali-
fornia, to include provisions which, if fully imple-
mented, could prevent the Unit from accomplishing
one of its important purposes as set forth in the De-
partment’s feasibility report to the Congress, i.e., to
replenish the ground water and to stabilize the level
of the ground water in the area.

The contract was amended to prevent ineligible
landowners (ownersof more than 160acres of irrigable
land) from indirectly benefiting from the water pro-
vided by the Unit. Ineligible landowners could benefit
from a rise in the water table caused by nonuse of
ground water by eligible landowners and by percolation
into the ground water of water used by eligible land-
owners, thus resulting in a reduction of the ineligible
landowners’ costs of using ground water. To prevent
these benefits, the contract was amended to provide
that Westlands, when directed by the Bureau, pump
the ground water resulting from percolation; i.e., use
ground water rather than purchase water. This could
result in the Bureau’s paying Westlands about $2 mil-
lion and in the Unit’s losing revenues of about $4
million.

The Department stated that it did not share GAO’s
concern over the financial impact of the amendment,
since it believed that Westlands would not be required
to pump ground water. GAO suggested, nevertheless,
that the Congress might wish to provide guidance to
the Bureau as to which purpose is of primary im-
portance —replenishing and stabilizing the ground
water supply or preventing ineligible landowners from
receiving benefits from project water.

If it is determined that replenishing and stabilizing
the ground water supply should be given primary
consideration, the Congress might wish to consider the
applicability to the San Luis service area of the provi-
sions of several bills introduced in the 91st Congress
which, if enacted into law, could have the effect of
lessening the need to pump ground water. (Report to
the Congress, B-125045, Feb. 12, 1970)

71. Allocating Costs of Water Resources Proj-
ects.— The Bureau of Reclamation, Department of
the Interior, advised the State of California that it
would allocate costs to nonreimbursable flood control
purposes in all cases where flood control benefits re-
sulted from the San Luis Unit, a major addition to the
Central Valley project, California, even in those cases
where such benefits were incidental and no extra cost
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was incurred for flood protection. The Bureau esti-
mated that $5 million could have been allocated to
flood control. Since the State paid for 55 percent of
the construction costs of the facilities, the Govern-
ment would have had to refund $2,750,000 to the State.
Also, the remaining costs of $2,250,000 would not be
recovered by the Bureau through charges to water
users.

It appeared to GAO that the Congress did not in-
tend for facilities of the San Luis Unit to be con-
structed on a nonreimbursable basis since no authority
was contained in the San Luis Act for nonreimburs-
able flood control allocations. In accordance with
GAO’s proposal, the Bureau corrected the cost alloca-
tions. This action resulted in savings of about $5 mil-
lion to the Government. (Report to the Congress, B-
125045, Feb. 12, 1970)

72. Charges for Municipal and Industrial
Water. — It has been the policy of the Bureau of Recla-
mation, Department of the Interior, to establish rates
for the sale of water to municipal and industrial users
from its irrigation, flood control, and other water re-
sources projects that will produce revenues sufficientto
repay all annual operation, maintenance, and replace-
ment costs and the Federal investment, plus interest,
within a 50-year period. However, the municipal
and industrial water rates have been established in
long term water service contracts on the basis of esti-
mated costs prior to the completion of the projects

without provision for adjusting the rates if such esti-
mates later prove to be erroneous.

The Bureau’s records relating to the Central Valley
project in California showed that the actual costs in-
curred to provide water for municipal and industrial
purposes had greatly exceeded the estimated costs
upon which the municipal and industrial water rates
were based. Consequently, the Federal investment in
the project is not being recovered as originally antici-
pated and, because the water rates cannot be increased
until the expiration of the long term contracts, there
is no assurance that the costs will be recovered within
the 50-year period.

Failure to promptly recover the Federal investment
increases the Treasury’s need to borrow money and
results in greater interest cost to the Government than
would be incurred if the investment were recovered
as anticipated. This problem is compounded by the
difference between the rate of interest the Government
currently must pay to borrow funds and the rate of
interest it receives on the unrepaid municipal and
industrial investment.

GAO recommended that the Secretary of the Inte-
rior establish specific procedures requiring that pro-
visions be included, in all future long term Bureau
water service contracts, for adjusting water rates
which are found to be inadequate to recover all costs
allocated to municipal and industrial purposes. (Re-
port to the Secretary of the Interior, B-125045,
May 8, 1970)
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COMBAT READINESS

Naval Forces

72a. Readiness of the Fleets in the Atlantic and

the Mediterranean.— GAO found that supply, per-
sonnel, and equipment problems were preventing the
fleets in the Atlantic (Atlantic Fleet) and the
Mediterranean (Sixth Fleet) from achieving and
maintaining a desired state of readiness. The fleets’
own evaluations had concluded that, under the exist-
ing conditions, the fleets were capable of handling
a contingency but were only marginally capable of
maintaining a high level of sustained wartime opera-
tions. Many of the problems were due to factors beyond
the direct control of the Navy, such as funding restric-
tions, the use of available resources in Southeast Asia,
and the age of the ships. However, there were other
significant problems directly related to the need for
more effective management of the resources available
to the Navy. These problems included :

The lack of timely support from ashore.

Inadequate supply management aboard ships.

The lack of sufficient qualified personnel.

Improvement was also needed in the criteria used

for measuring and reporting combat readiness. The
criteria did not permit uniform application of readi-
ness standards throughout the two fleets and did not

result, therefore, in comparable readiness evaluations
of the capabilities of similar units. There was also a
need for greater surveillance of the readiness report-
ing system to insure that the reports to higher au-
thorities reasonably reflected existing conditions.

GAO recommended that the Secretary of Defense
follow the measures being taken by the Navy to im-
prove readiness through more effective management
of existing resources and also suggested that the Con-
gress might wish the Department of Defense to re-
examine the status of the current force structure of
the fleets. GAO offered the following alternatives for
consideration.

Reduction of naval units in the Atlantic and
Sixth Fleets to a level that could be effectively sup-
ported with available resources.

Allocation of additional resources to upgrade the
combat readiness status of the Atlantic and Sixth
Fleets.

Maintenance of the status quo and assumption of
the risk of reduced operational capability in the
event that action by these forces is required.

The Navy’s comments on these alternatives are
classified. (Unclassified findings in a “Secret” report
to the Congress, B-146964, June 30, 1970)
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INTERNATIONAL ACTIVITIES

Foreign Assistance Programs

73. Administration of Foreign Assistance to
Laos.—The primary objective of the United States in
Laos is the protection of that nation’s independence
and neutrality within the framework of the 1962
Geneva agreements. Security and political stability are
the prime factors determining the design of the U.S.
economic programs in Laos.

During the period from fiscal year 1964 through
fiscal year 1968, total economic assistance to Laos
amounted to about $267 million.

Since 1964, the economic stabilization programs,
necessitated by the large Royal Laotian Government
military expenditures, have been successful in main-
taining a stable Lao currency. This tends to promote
political and economic stability.

GAO reported that the Foreign Exchange Oper-
ations Fund, currently the largest of the stabilization
programs, doesnot provide for controls and restrictions
on foreign exchange contributed to the Fund. It is
practically impossible to detect the extent to which
foreign exchange is used in gold trade, capital flight,
or other purposes which may not be in the best interest
of the United States.

The reported problems have been studied at length
by the Agency for International Development and the
International Monetary Fund, and other US. agen-
cies. No acceptable solution has been found. GAO
made several proposals regarding the stabilization pro-
grams designed to:

Help reduce the overall level of support required
from the United States.

Minimize the adverse balance-of-payments effects
of present programs.

Insure more effective use of foreign exchange
made available to Laos.

Agency officials agreed, in general, with GAO’s
findings and have taken or are taking a number of
corrective actions. AID stated that it will continue to
study the problems related to the Foreign Exchange
Operations Fund and that it was negotiating a system
for reporting the general purposes for which foreign

36

exchange sold by commercial banks is used. (Reportto
the Congress, B-133003, Aug. 28,1969)

74. U.S. Assistance Programs in Tunisia. — This
review concerned U.S. assistance as it has affected
Tunisia’s economic growth, industrial development,
agricultural expansion, and improvement in the stand-
ard of living of its people. This assistance was provided
chiefly by the Agency for International Development
(AID).

Assistance to Tunisia from sources abroad since
1957, when it was proclaimed a republic, through
fiscal year 1968 amounted to over $1.1 billion. Of this
amount the United States provided $617.4 million, or
57 percent. The average annual assistance to Tunisia
during 1966 and 1967 from U.S. sources was equal to
17 percent of Tunisia’s total governmental resources
and 26 percent of Tunisia’s total export earnings, a
relatively significant portion.

U.S. authorities have considered the overall U.S.
assistance program in Tunisia to have been successful
in meeting its objective of assistingin the development
of aviable economy, enabling Tunisia on the one hand
to become an economically progressive Arab-African
nation and on the other hand to maintain a moderate
and stable government and policy.

Progress has undoubtedly been made in achieving
the main purposes of the US. economic aid, such as:

Increasing Tunisia’s foreign exchange earnings.

Providing commodity imports needed for eco-
nomic development.

Inducing Tunisia to do more for itself and to work
closely with other free-world countries,

GAO was unable to assess, in precise degree, the
extent that U.S. assistance contributed to this progress.
For the most part, the US.-financed programs and
projects GAO reviewed were planned and adminis-
tered in accordance with the stated program objectives.

GAO believes that additional progress can be at-
tained if AID is more selective in choosing projects
to be supported with counterpart funds and watches
more closely the receipt and use made of AID-financed
commodities.



The following problems have arisen with several
AID-financed projects :

Construction of an airport terminal was planned
without, GAO believes, adequate consideration
being given to the economic soundness of the
project.

A pulp mill incurred losses of about $5.4 million
through 1965 and became insolvent; there is rela-
tively little reason to expect that it can become fi-
nancially sound.

An irrigation dam and related facilities were
under construction although it was known that con-
siderable underground water was obtainable by
drilling less costly wells.

U.S. requirements were relaxed under a Public
Law 480 agreement which adversely affected the
U.S. balance-of-payment position.

Action has been taken by AID on a number of mat-
ters which GAO believes will strength the programs.
This is particularly true in the areas relative to selec-
tion, receipt, and use of commodities imported under
AID loans and to the U.S. balance-of-payments posi-
tion. (Report to the Congress, B-166713, Sept. 10,
1969)

75. Observations on US. Assistance to Guate-
mala. —Assistance to Guatemala from all sources as
of June 30, 1968, totaled over $384 million; of that
amount, $288 million originated with the United
States. Assistance during the period of the Alliance for
Progress (1961-68) amounted to $175.6 million of
which $130.4 was provided by the United States.

A review was made by GAO to consider the effec-
tiveness of U.S. assistance directed toward the signifi-
cant underlying social, economic, and political prob-
lems of Guatemala and the adequacy of coordination
between various U.S. agencies and international
organizations.

GAO’s report showed that Guatemala’s self-help
performance had been limited, considering the mag-
nitude of the country’s problems. Basic constraints
upon self-help performance have been political insta-
bility and the resistance to fundamental economic and
social reforms. Little basis was found for expecting
significantly improved development progress in the
near future.

Even though the assistance, which has been pro-
vided mainly on a project basis, has in most cases been
successful, Guatemala’s basic economic and social
problems remain. Although total assistance to Guate-
mala from all donors amounted to $175.6 million be-
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tween 1961 and 1968 —GAQO found no unified effort
among assistance donors to impress upon the Guate-
malan Government the need for initiating meaningful
self-help measures or to use the leverage inherent in
their combined assistance toward this end.

GAO recommended that a coordinating group be
established consisting of the principal donors of as-
sistance to Guatemala— with perhaps the Inter-Ameri-
can Committee on the Alliance for Progress being
invited to preside over the group. GAO also recom-
mended that the Secretary of State take the leadership
role in attempting to establish an appropriate coor-
dinating group.

The Agency for International Development (AID)
endorsed the recommendation. Despite the difficulties
inherent in coordinating AID’s work with that of sev-
eral international agencies, progress has been made.
AID informed GAO that the Inter-American Com-
mittee on the Alliance for Progress has been improv-
ing its role as a coordinating group over the last 4
years and has given indications of becoming more
effective in the future. (Report to the Congress,
B-167675, Feb. 9, 1970)

76. Foreign Aid Provided Through the Opera-
tions of the United States Sugar Act and the Inter-
national Coffee Agreement.— Commodity trade as-
sistance—a form of foreign aid linked to imports of
specific commodities—is provided by the United
States to less developed countries primarily through
the operations of the United States Sugar Act and
the International Coffee Agreement. Sugar is imported
at prices generally above world market levels, and
coffee is imported at prices above those likely to have
prevailed in the absence of the International Coffee
Agreement.

GAO estimated that U.S. sugar assistance averaged
between $290 and $342 million a year during 1965-67.
Inclusion of sugar assistance increased reported total
U.S. foreign economic aid by 7 to 9 percent during that
period. Sugar assistance is given to 31 countries: in
1967 Latin America accounted for 63 percent and the
Near East, Asia, and Oceania (principally the Philip-
pines) accounted for 34 percent of the total.

No explicit attention was paid to the use that re-
cipient countries made of sugar assistance despite its
large magnitude. Only to the extent that sugar aid
decreased traditional aid requirements was sugar aid
taken into account by the Agency for International
Development (AID) and the Department of State.
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GAO also estimated that total (United States and
other coffee-importing countries) coffee assistance av-
eraged $601 million a year and U.S. coffee aid aver-
aged $314 million during 1964-67 under the 1962
International Coffee Agreement. Inclusion of coffee
assistance increased reported foreign economic aid
disbursements of the United States and other major
foreign aid donors by 8 percent a year (for both the
major aid donors as a group and the United States
alone). Taking into account both sugar and coffee
assistance would have increased reported U.S. eco-
nomic assistance by about 16 percent for 1965-67.

Under the 1962 International Coffee Agreement,
no explicit attention was paid by the United States and
other signatory countries to the use made of coffee
assistance. As with sugar assistance, the availability of
coffee assistance lessened the need for traditional
assistance.

Under the 1968 International Coffee Agreement, a
diversification fund was established to help coffee-
exporting countries to diversify their exports. However,
only a small fraction of coffee aid will be used to
finance the fund.

In the case of sugar assistance, GAO recommended
that the Agency for International Development and
the Department of State, in concert with the U.S.
Department of Agriculture (USDA) prepare an-
nual estimates of the amount of such aid received by
each less developed country and comprehensive plans
for utilizing the aid for development purposes in each
recipient country. The estimates and plans would
serve as a basis for reviewing and negotiating with re-
cipient less developed countries on the uses which
they would make of such aid.

In the case of coffee assistance, GAO recommended
that the United States seek to convince the govern-
ments of other importing countries to cooperate with
the US. Government in an attempt to increase, as
early as practicable, the tax on coffee exports, which
would finance the diversification fund to the maximum
level permissible under the present agreement.

Both AID and USDA agreed that foreign aid is
transmitted through the operations of the United States
Sugar Act and the International Coffee Agreement.
AID also stated that sugar and coffee earnings were
usually taxed by recipient countries and some portions
of the revenues were used for development. However,
both agencies disagreed with GAO’s recommendation
on sugar assistance. AID believed that a gradual ap-
proach was necessary for improving the programming
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of coffee assistance, while USDA believed that nothing
more can be done because of the opposition of coffee-
exporting countries.

GAO believes that the cognizant agencies have not
taken advantage of the flexibility permissible under
the present Sugar Act to review and negotiate with
recipient less developed countries development-ori-
ented applications of sugar assistance.

GAO suggested that the Congress might wish to con-
sider whether the foreign aid element should be .an
explicit objective of the underlying legislation and
treaty for commodity trade assistance. (Report to the
Congress, B-167416, Oct. 23, 1969)

Participation in International
Organizations

77. Administration of U.S. Financial Participa-
tion in the United Nations Children’s Fund
(UNICEF).—GAO reported in July 1969 that pro-
cedures employed by U.S. officials for analyzing pro-
posed UNICEF projects had to be abandoned in 1968
because the UNICEF Secretariat, over the objections
of the Department of State, discontinued the previous
arrangements for providing the United States with
the information on which the analyses were made.
Proposed alternative arrangements which would allow
U.S. officials to make future analyses were uncertain.

Although a body of knowledge regarding the gen-
eral content and direction of programs could be ac-
quired from an analysis of documentation made avail-
able by the UNICEF Secretariat it was not sufficient
to permit reliable assessments of actual projects.

The United States and the United Nations had
recognized the need for and had initiated some in-
dependent evaluations of projects. The evaluations,
however, were insufficient in scope and coverage for
officials to make informed independent judgments rel-
ative to the efficiency and effectiveness of operations
or to provide a basis for encouraging action by the
UNICEF Secretariat to resolve indicated problems.

GAO recommended that the Department of State:

Obtain necessary information on and make anal-
yses of proposed UNICEF projects so that it could
make more informed judgments relative to contin-
ued support of UNICEF activities.

Elicit from the UNICEF Secretariat more com-
plete and meaningful operational data.

Work out an arrangement for U.S. overseas posts
to make selective periodic evaluations of UNICEF



projects until the means for internationally con-
stituted evaluations are developed.

The Department of State reported that it was ar-
ranging with the UNICEF Secretariat to provide more
complete operational data. The intentions were still at
an obscure stage, leaving the decisionsas to the nature,
scope, and form of information to be furnished up to
the Secretariat. In GAO’s opinion, the Department
should assure that the information furnished is ade-
quate for it to make assessmentson the implementation
o UNICEF projects.

The Department also advised that it had performed
evaluations in connection with its annual reviews of
proposed projects. Since the UNICEF Secretariat in
1968 discontinued furnishing the information from
which these reviews were being made, opportunity for
evaluation was dependent on the United States’ mak-
ing future arrangements with the Secretariat. On
July 18, 1969, the Department indicated that it was
in the process of negotiating with UNICEF to obtain
information which will enable it to continue a critical
evaluation of UNICEF projects. (Report to the
Congress, B-166780, July 8, 1969)

78. Management Improvements Needed in U.S.
Financial Participation in the United Nations Devel-
opment Program.—GAO reported in March 1970
that year after year the Department of State had re-
quested the Congress to appropriate increasing funds
for U.S. contributions to the United Nations Develop-
ment Program without having been in a position to
give the Congress basic assurance that the funds were
being used satisfactorily to accomplish intended objec-
tives. The United States had contributed more than
$550 million over the past 10 years to this United
Nations organization, which was established to assist
in the technical, economic, and social development of
less developed countries with funds contributed volun-
tarily by member governments.

Although the Department of State has the overall
responsibility for managing U.S. participation in inter-
national organizations, it had not developed and pro-
mulgated U.S. policy objectives and priorities relative
to U.S. support of the Development Program. More-
over, the Department had not prevailed successfully
upon the Program’s Secretariat to provide assistance
to only the less developed countries and to the priority
needs of those countries. Consequently, from 1965
through 1969, $100 million of assistance was granted
to countries which were either relatively developed or
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seemingly in a position to pay for such assistance. Also
projects were often reported to be of low priority and
widely scattered, which dissipated the impact that
could be gained from an intensification of efforts in
more concentrated areas.

For some time, there had been considerable evidence
that some of the United Nations agencies no longer
had the capacity to administer effectively the ever-
increasing number of Development Program projects
assigned to them. A study, undertaken by the Pro-
gram’s Secretariat at the initiative of the United
States and completed in November 1969, reported two
broad conclusions:

First, the capacity of the United Nations system
to handle development projects was overextended.

Second, unless substantial reforms (recommended
in the study) were undertaken, the capacity of the
system to effectively absorb projects would be
limited to a level of about $200 million to $250
million annually.

Even this amount, according to the study, was more
than the system could handle effectively. The Program
received firm pledges and estimates for members’ con-
tributions for 1970totaling $238 million.

The State Department had not obtained sufficiently
descriptive information nor established machinery to
make useful appraisals of proposed projects or to pro-
vide adequate assurance that approved projects are
effectively carried out.

Both the United States and the United Nations had
recognized the need for detached evaluations of the
activities of United Nations-affiliated organizations.
Both had taken some specific steps to meet this need.
Although some progress was being made, GAO found
the evaluations were not sufficientto be of much assist-
ance in ascertaining what the actual accomplishments
of the United Nations Development Program had been
or in making independent judgments relative to the
efficiency and effectiveness with which its projects
were being carried out.

GAO recommended that the Secretary of State:

Develop and promulgate policy objectives and
priorities relative to U.S. support of the United Na-
tions Development Program on a basis consistent
with the Program’s purpose of providing assistance
to the priority needs of less developed countries.

Emphasize that future U.S. contributions will have
to be justified by a demonstration that projects are
responsive to the priority needs of the less developed
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countries and can be carried out efficiently, effec-
tively, and promptly.

Instruct U.S. diplomatic missions to enlist the sup-
port of other governments in expediting the needed
improvements in the United Nations development
system.

Improve the effectiveness d U.S. appraisals of
proposed and continuing projects.

Encourage the establishment of a single United
Nations-wide review body of appropriate size and
competence to meet the need for effective, independ-
ent evaluations of United Nations activities. Until
an effective internationally constituted means of
evaluation is developed, the Secretary of State should
arrange to improve the quality of U.S. evaluations
by its overseas posts.

The Department of State said that implementation
of many of GAOs recommendations exceeded the
Department’s capacity in terms of available staffing.
It said that, within these limitations, it had reviewed
the accomplishments of the United Nations Develop-
ment Program as best it could and had attempted to
monitor Program operations to gain the necessary
assurances that funds contributed were used effectively.

The Department agreed that the United States
should have policy objectives and priorities underlying
its support to the United Nations Development Pro-
gram and stated that it had been striving since 1961 for
the establishment of a centralized voluntary fund in
the United Nations to provide technical assistance. The
Department stated also that it intended to give care-
ful attention to the recommendations made in the
November 1969 study referred to above so that those
which would serve to further U.S. long term goals
might be quickly implemented.

The Department said that the success of the United
Nations Development Program may be measured by
the continuing increase of requests for assistance from
the recipient countries and that these countries are not
likely to use their own resources to support projects
if the projects are not successful. The Department also
said that developed countries are not likely to increase
their contributions unless they are satisfied with the
Program’s operations. In GAQOs opinion, the State
Department is not in a position to make firmm assess-
ments relative to the Development Program’s perform-

ance. (Report to the Congress, E-168767, Mar. 18,
1970)

79. Administration of U.S. Financial Participa-
tion in the Food and Agriculture Organization of
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the United Nations.—GAOQO reported in November
1969 that the Departments of State and Agriculture
had not obtained the information nor developed the
procedures needed to make adequate analyses of the
activities of the Food and Agriculture Organization of
the United Nations and that the 1J.S. Government had
no firm basis for making informed judgments, except
in very broad terms, as to just what the Organization
was doing or planned to do with the contributions it
received.

Although some attempts had been made to evaluate
the Organization’s performance, the evaluations had
not provided a basis for assessing the manner in which
programs were carried out. At the same time, there was
a great deal of evidence that the organization, struc-
ture, and operating methods of the organization were
not geared to the scope and character of the programs
being carried out and that this had hampered effective
and efficient administration of the programs.

Superimposed and perhaps overshadowing these
more immediate problems was the fact that the State
and Agriculture Departments, after several unsuccess-
ful attempts, had not developed long range U.S. policy
objectives and program priorities to guide participa-
tion in the Food and Agriculture Organization, al-
though this is their responsibility. It was therefore
difficult, if not impossible, to determine the extent to
which the Organization’s activities were consistent with
U.S. interests.

GAO recommended that the Department of State
with the assistance of the Department d Agriculture
(1) obtain the information and develop the procedures
necessary for making adequate analyses of the activi-
ties of the Food and Agriculture Organization, (2)
evaluate program performance until the means for in-
ternationally constituted evaluations are developed,
and (3) establish long range policy objectives and
program priorities relative to U.S. support of the
Organization.

The State Department agreed that these recom-
mendations should be implemented. Both the State
and Agriculture Departments stated, however, that
the recommendation for the establishment of long
range policy objectives should not be implemented at
this time. They advised that it would be a mistake to
undertake such a study in the absence of a U.S. policy
on the question of whether or not the United States
plans to expand multilateral vs. bilateral aid and be-
cause of the lack of knowledge as to the planned future
level of support of the Organization by other major
donors.



In GAO’s opinion, the Departments of State and
Agriculture must take the initiative in formulating
long range policy objectivesand postulating an appro-
priate level of U.S. support for the Food and Agricul-
ture Organization. For these Departments to defer on
this matter is to raise a question as to whether they
are discharging their responsibility for insuring that
the interests of the United States are met in connec-
tion with U.S. participation in the Organization. (Re-
port to the Congress, B~167598, Nov. 17, 1969)

80. Obtaining NATO Cost Sharing on Military
Construction Projects in Europe.—The United
States, as a NATO member, has incurred in excess of
$1 billion for its participation in the infrastructure pro-
gram (a program designed to provide certain fixed
defense installations and facilities the costs d which
are shared by the member nations).

Improvements have been made in the administra-
tion of U.S. participation in the program since GAO’s
last report on infrastructure activities was issued to the
Congress in June 1965 (B-156489). However, there
was a need for further improvements especially in the
area of recouping costs of projects initially financed by
the United States. GAO reviewed 76 such projects,
valued at over $9 million and found that there were
delays both in submission of Air Force projects for
cost sharing and in subsequently recouping costs of
initially financed projects after inclusionin the NATO
program.

GAO also found that the U.S. Army in Europe,
purportedly to maintain operational control of some
facilities, had followed a policy of not pursuing NATO
cost sharing for certain facilities eligible under the
program.

GAO proposed that the Secretary of Defense re-
consider the proposals set forth in the 1965 report
concerning the establishment of a single office within
the Department of Defense to be responsible for uni-
form infrastructure policies and practices and for
coordination of these activities. Additionally, GAO
specifically proposed actions designed to indoctrinate
responsible personnel in infrastructure procedures, to
clarify areas of responsibility,and to give more specific
guidance for recoupments. It was also proposed that
a review be made of the policy of not seeking recoup-
ment for certain facilities apparently eligible for cost
sharing. The Department of Defense accepted these
proposals, in general, and appropriate responsive ac-
tion was initiated.
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GAO recommended that additional consideration
be given to assigning some central authority within
DOD definite responsibility for enforcing and moni-
toring the policies and procedures adopted by DOD.
The Department advised that it was undertaking a
feasibility study for the establishment of a small group
in Europe for this purpose.

GAO also recommended that steps be taken to
evaluate the effectiveness of new procedures bearing
on the need for more specific overall U.S.-host country
agreements that would result in earlier recoupment of
funds from U.S. prefinanced projects. DOD officials
advised that they believed it would be unnecessary to
negotiate formal host country agreements, since the
new procedures were resulting in more rapid recoup-
ment of higher percentages of total project costs. (Re-
port to the Congress, B-156489, Oct. 10, 1969)

U.S. Balance-of-Payments Position

81. Payment of Taxes to Other Governments
on U.S. Defense Activities Overseas.— The U.S.
Government and various other governments have ar-
ranged, generally by agreement or understanding, for
U.S. purchases in a country, as well as the suppliesand
equipment it imports, to be granted exemption from
taxes and import duties when items are for the
common collective defense or in their mutual national
security interests.

GAO found, however, that substantial tax costs had
been incurred in several countries. Examples of sig-
nificant direct and indirect tax costs incurred by the
United Statesover several yearsare:

Vietnam __________________ $28 million
Thailand ... _____ $4 million
Germany . ______ $2.2 million
United Kingdom.___________ $890,000
Philippines o _______ $600,000
Republic of China-.._..____ $300,000

These taxes were paid in connection with leases of
property, rentals of family housing, procurements in
the various countries, and imports of supplies and
equipment. They involved real property taxes, local
or municipal taxes, business and trade taxes, excise
taxes, and import taxes.

The wide variety o problems associated with the
administration of tax matters affecting defense ex-
penditures in other countries indicates the need for
(1) clearly stated guidance and criteria relating to
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tax-exemption provisions in various agreements, (2)
better delineation of responsibilitiesby DOD, and (3)
improved management to insure the development and
implementation of procedures useful to identification,
measurement, and elimination of significant taxes from
procurements.

GAO believes that, when the financial burden of a
foreign tax is passed on to the United States indirectly
and the tax is substantial, such action is inappropriate,
especially in view of the substantial U.S. expenditures
for the common collective defense.

GAO recommended that the Secretaries of State and
Defense jointly develop and promulgate specific
guidelines which will define the U.S. tax exemption
policy, clearly establish the responsibilities of the con-
cerned U.S. agencies, and provide for an adequate
management system to operate an effective tax relief
program.

In the joint comments issued by the Departments
of State and Defense, the two Departments recognized
that tax exemption problems existed and concurred
with the objectives df strengthening U.S. management
and establishing improved administrative procedures
for dealing with tax relief problems. The joint com-
ments reflected general agreement with GAO’s recom-
mendations and a number of corrective actions have
been initiated. (Report to the Congress, B-133267,
Jan. 20,1970)

82. Balance-of-Payments and Cost Aspects of
Utilizing American-Made Buses Abroad.— The
Congress has expressed concern at the leasing of
foreign-made buses and added section 404 to the De-
partment of Defense Appropriation Authorization Act
for fiscal year 1969 (Public Law 90-500, Sept. 20,
1968) prohibiting the use of any appropriated funds
for the purchase, lease, rental, or other acquisition of
multipassenger motor vehicles (such as buses) other
than those manufactured in the United States. The
Secretary of Defense was authorized to make excep-
tions in cases where acquisition of U.S. vehicles would
not be economical or would adversely affect the na-
tional interest.

GAQO’s review showed that the armed services could
have reduced their overall budgetary costs and realized
significant balance-of-payments advantages by using
American-made buses at some locations abroad where
transportation services have been provided through
leasing arrangements using foreign-made buses.

During fiscal year 1968, the Department of Defense
leased about 1,700 foreign-made buses for use abroad
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at a cost of about $7.7 million, Included in this amount
were vehicle leasing costs and, in many cases, operating
costs, maintenance costs, and driver salaries.

On the basis of GAO’s comparative cost calcula-
tions, it would have been economically feasibleat many
overseas locations to terminate or progressively phase
out existing leasing arrangements for foreign buses and
to replace them with American-made buses.

There are certain practical difficultiesin estimating
overall advantages that could have been realized by
substituting American-made buses for foreign-made
buses; but, there can be little doubt that the advan-
tages would have been substantial.

Using cost comparison data developed at certain
review locations, GAO estimated that cost savings of
from one-third to one-half million dollars could be
realized annually. Also, it was estimated that annual
dollar payments abroad could be reduced by more than
$3.1 million and would alleviate the U.S. balance-of-
payments situation.

GAO recommended to the Secretary of Defense that
the military services develop better local operating and
maintenance cost data to serve as a factual basis for
evaluating the comparative costs of leasing foreign-
made buses as opposed to buying American-made
buses. GAO also made a series of recommendations
designed to increase the usage of American-made buses
abroad, particularly at locations where its cost calcula-
tions had shown that the greatest savings could be real-
ized through such usage.

Department of Defense officials were in general
agreement with these findings and recommendations
and are taking appropriate steps to improve local op-
erating and maintenance cost data to be used in cost
studies. They also agreed to make appropriate provi-
sions for future procurement of American-made buses
whenever cost studies show economic advantages to
the United States. (Report to the Congress, B-163869,
Feb. 5, 1970)

International Activities —General

83. Questionable Recovery of Economic Assist
ance Loans.—In GAO’s opinion, the trends of the
Agency for International Development’s (AID) lend-
ing activities make it clear that the furnishing of eco-
nomic assistance loans does not insure that the funds
will be recovered. GAO believes the ultimate recovera-
bility of the loans will depend primarily on the future
debt repayment capacities of the borrowers, which



cannot be predicted because of the economic difficul-
ties of the borrower countries and the uncertainties in-
herent in effortsto strengthen their economies.

AID increased its outstanding economic assistance
loans from $7.4 billion at June 30, 1964, to $12.6 bil-
lion at June 30, 1968, an increase of $5.2 billion. Al-
though most of the increase was in dollar loans, $1.3
billion of the increase was in foreign currency loans
subject to possible changes due to variations in ex-
change rates. This increase almost doubled the base
to which future exchange rate variations on loans
could be applied.

Another effect of the lending activities was a con-
centration of outstanding loans at June 30, 1968—
both dollar and local currency loans—in the countries
where significant devaluations had taken place. At
June 30, 1968, 70 percent of all the outstanding loan
balances were owed by the borrowers in 14 countries
whose reduced currency values had resulted in 97 per-
cent of the exchange rate reductions in the dollar value
of local currency loans during the preceding 4 years.

Devaluations during the 4-year period have caused
AID to incur a reduction of $1.1 billion in the equiva-
lent dollar value of local currencies disbursed or avail-
able to be disbursed for loans. This amount, plus an
$8 million write-off of uncollectible loan principal and
interest, offset the interest recorded as earned on all
loans. When combined with all the income and di-
rect expenses of the Loan Program, excluding its share
of AID’s administrative expenses, the results of opera-
tions show an excess of recorded costs over income of
$105 million.

AID recovered relatively small amounts in loan
repayments and loan interest collections, primarily
because the loan agreement terms did not provide for
substantial recoveries during the period. The recov-
erieswould have been larger, however, if all borrowers
had complied with the initial terms of their loan
agreements. For some of the principal and interest
amounts scheduled for recovery during the period,
AID agreed to amend loan agreements postponing
their due dates.

GAO believes the information reported should be of
special interest to the Congress because of the fre-
quently accepted premise that recipients of U.S. eco-
nomic assistance will ultimately repay most of the
assistance received. The Congress placed increased em-
phasis on ultimately recovering assistance funds with
the passage of the Foreign Assistance Act of 1961. This
act emphasizes the furnishing of economic assistance
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in the form of loans which are required to be based
on a finding of reasonable prospects of repayment.’
(Report to the Congress, B—133220, Sept. 11, 1969)

84. QuestionableFinancing of a Private Venture
for the Raising and Marketing of Corn.—At the re-
quest of the chairman, Senate Committee on Foreign
Relations, GAO reviewed the decisions and actions of
the Agency for International Development (AID) in
supporting a project owned primarily by the Calabrian
Co., Inc., a commodity trading corporation, under the
investment guaranty program authorized by the For-
eign Assistance Act of 1961. This project was for the
raising and marketing of corn in Thailand.

Throughout the life of the project, AID bore almost
all the risk of loss in the privately owned venture, al-
though neither AID nor Calabrian intended that this
would be the final result of the project’s financing.
From AID’s viewpoint, the actual financing differed
from the intended financing to such an extent that
AID could no longer justify its continued support.
This resulted in the project operations being cur-
tailed substantially at corn harvesting time in 1968
and being discontinued eventually. Calabrian, on the
other hand, has maintained that AID’s financing ac-
tions prevented the intended financing’s becoming a
reality and caused the project’s failure before its suc-
cesswas possible.

AID issued three 100-percent loan guaranties dur-
ing 1967 and 1968. AID also permitted Calabrian to
get additional financing during both years by using the
guaranteed loan funds to generate additional loans.
The combination of these two financing techniques
provided the project with $7.6 million of a total of $8
million invested in the project from U.S. and foreign
sources prior to the curtailment of operations at corn
harvesting time in 1968. AID intended that, to com-
pensate for its substantial support of the project, fu-
ture adjustments be made to the composition of the
financial structure and that its final support be no more
than 75 percent of the planned U.S. and foreign invest-
ment. Neither the intended adjustments nor the
planned U.S. and foreign investment materialized.

GAO expressed the opinion that AID should, in all
cases, require the owner who controls a project sup-
ported with guaranties of the Calabrian type to as-
sume a meaningful portion of the total risk involved
in the project, since to do otherwise would not be con-
ducive to good financial management.

During the time the project was supported by AID,
efforts were made to achieve the project objectives,
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but the financing was insufficient to permit full imple-
mentation of the plans. Large volume grain facilities
were constructed in Thailand, but the planned farmer
assistance program was not established and the project
suffered from extensive operating losses. The losses
resulted from (1) the acquisition of insufficient corn,
primarily in 1967, (2) the inability to earn a financial
margin on the corn acquired in 1967, and (3) the
payment of high overhead expenses applicable to both
1967 and 1968. Calabrian has asserted that the prin-
cipal accomplishment of the project was its favorable
overall impact upon the Thai farm economy.

In view of the financing of the Calabrian project,
and particularly because the Foreign Assistance Act
of 1969 authorizes similar financing arrangements,
the committee may wish to consider action to prevent
the underwriting of almost all the investment in a proj-
ect through the issuance of investment guaranties.

GAO expressed the belief that the investment
guaranty program could be improved by modifying
the existing legislation to recognize the distinction that
exists between an investor in a project and an owner
who controls the project. In GAO’s opinion, the im-
provement could best be accomplished by requiring
that the owner who controls a project of the Calabrian
type assume a meaningful portion of the total finan-
cial risk involved in the project as a precondition to the
furnishing of support through extended risk investment
guaranties.

The Agency advised that these recommendations
were receiving appropriate consideration by the offi-
cials responsible for management of the guaranty pro-
gram. (Report to the chairman, Senate Committee
on Foreign Relations, B-166077, Apr. 1, 1970)

85. Performance Evaluation and Surveillance
Over the Contractor and Subcontractors. — In May
1968 GAO reported on the activities under contracts
with the American Institute for Free Labor Develop-
ment and the Agency for International Development.
In May 1969, the chairman, Senate Committee on
Foreign Relations, requested that GAO make a fol-
lowup review and examine the:

Relative success of the programs.
Improvements in management.
Subcontractual relationship of the Institute and

U.8. unions.

GAO did not reach a conclusion on the success or
effectivenessof the Institute’s programs because of the
limited extent of the followup. The Institute, however,
was making substantial efforts to reach Latin American
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union members with its message on free labor develop-
ment. According to the Institute, training was offered
under its programs in Brazil and Chile to over 4,800
union members in 176 seminars including 25 advanced
or specialized seminars with about 700 participants be-
tween July I, 1967, and May 29, 1969.

AID had made only limited evaluations of the In-
stitute’s programs. A systematic review was not being
made of programs in Brazil or Chile. The programs
should be monitored independently from a political
and technical viewpoint to ascertain their effectiveness.

The Institute had still not implemented a systematic
program to evaluate its educational activities which
precluded a determination as to the effectiveness of the
overall educational program.

For example, its method of reporting enrollees
could result in counting the same individual twice
or more. In Chile this duplication could have been
as high as 20 percent.

Its programs in both Brazil and Chile did not have
a regular system to follow up on the graduates of
its training courses. Such a system is needed to see
if they are making use of the knowledge acquired.

The program’s curriculums in Brazil and Chile
differed widely. Although some courses did and
should vary, GAO believed that the majority of the
basic courses necessary to build free labor unions
should have been the same.

The Institute had engaged in social projects—such
as low cost housing and community facilities—to give
labor unions active involvement in the economic and
social development of their countries. GAO found that
the Institute :

Had not been successful in developing housing
projects.

Small projects had had no significant effect on
strengthening labor unions due to their limited size
and number.

Community service centers had not become self-
sufficientas planned.

There have been some improvements in the Insti-
tute’s financial management since the first review, but
deficiences continued to exist and substantial improve-
ments still were needed.

The Institute, under subcontracts with U.S. unions
affiliated with International Trade Secretariats, co-
ordinates and administers a program of technical as-
sistance to the free and democratic trade unions in
Latin America. In GAQ’s opinion, neither the Insti-
tute nor AID had made an assessment of the subcon-



tractors’ activities including a determination as to
whether they followU.S. policy guidelines.

GAO suggested that AID’s administrator:

Reevaluate the AID-Institute contract to imple-
ment a system that provides for direct surveillance
by AID. GAO believed that this was necessary for
effective contract administration.

Take steps necessary to strengthen the Institute’s
financial management. This should include more
direct control by AID over Institute finances in the
field.

AID plans to undertake a comprehensive evaluation
of the Institute’s performance and informed GAO
that the Institute was starting an evaluation system of
its education program. GAO believes that these efforts
can strengthen the programs substantially.

The Institute disagreed, in general, with GAO’s
conclusions and recommendations. However, it recog-
nized the need for continued improvement and said
that the suggestions were useful in improving its man-
agement and effectiveness. (Report to the chairman,
Senate Committee on Foreign Relations, B-161794,
Apr. 23, 1970)

86. Improper Use of Foreign Assistance Funds
To Finance Vehicles for Defense Requirements. —
GAO reported that about $8.6 million of the Agency
for International Development’s (AlD) economic de-
velopment funds provided to the Government of India
(GOI) had been used to fill orders from the Indian
Ministry of Defense for components and parts—i.e.,
knockdown kits—for I-ton four-wheel-drive trucks,
known as power wagons, and for other types of trucks.

The financing by AID of such items imported pri-
marily in 1963 and 1964 was approved by the AID
Mission in India in July 1968 with AID/Washington
concurrence after AID Mission auditors had reported
that the items were imported under the AID loans.

The Mission audit report issued in March 1968
maintained that the commodities imported were in-
eligible for AID financing and suggested a claim for
refund be filed against the GOI. The Acting Mission
Director stated in July 1968 that no direct delivery
was made to the military and the commodities at issue
were not inherently “military type” and were suitable
for nonmilitary use. He determined that the commaod-
ities should not be considered ineligible and it was,
therefore, not necessary nor appropriate to file a re-
fund claim against the GOI.

GAO believes that these items are, in essence,
military assistance and therefore are not legally avail-
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able for financing from economic assistance appropria-
tions. Consequently, GAO believes that AID should
reconsider its decision not to seek refund.

AID’s general policy is that economic assistance
funds are not intended to finance materials directly
for the account of or on behalf of the defense estab-
lishment. AID has stated that identification in import
documents of users of commodities is pertinent to this
intent and AID has sought refund in cases having
similar characteristics.

GAO believes, therefore, that for AID to construe
the exclusion of military-type wvehicles, components,
and parts as pertaining only to those items which are
inherently military, indicates a need to reconsider its
existing policy intent.

GAO recommended that the Administrator, AID,
direct a reexamination of AID’s guidelines for the
purpose of reiterating or amplifying its intent in the
loan agreements and supporting documents, so that
the country, supplier, and responsible AID officials
will be in a better position to implement this intent.
GAO recommended also that the Administrator, AID,
require a reconsideration of the decision not to seek
refund in this particular case.

As a result of these recommendations, AID made
a thorough review of its guidelines and their applica-
tion. Based on its examination, AID issued a Policy
Determination formalizing guidelines on economic and
military assistance.

At June 30, 1970, the Agency was still reviewing
GAO’s recommendations. (Report to the Congress,
B-167196, Sept. 18, 1969)

87. Efforts To Collect International Postal Debts
and To Pay Postal Amounts Owed in Excess For-
eign Currencies.—By international agreement the
U.S. Post Office performs services on a reimbursable
basis for other governments, including moving mail
from overseas within and through the United States.
As of January 1969, 12 Latin American and one Asian
country that were in arrears in payment of their postal
obligations owed the Post Office and U.S. air carriers
(through the U.S. Post Office Department) approxi-
mately $9.8 million for international mail services. In
the case of three of these countries, portions of the
debt dated back to the early 1950’s.

GAO reported in August 1969that no formal inter-
departmental understanding had been reached be-
tween the Post Office and State Departments to pursue
collection of outstanding amounts and that State De-
partment actions essentially have included only the
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These photographs compare a power wagon similar to those discussed in the first paragraph of Item 86 with a commercial
vehicle. Left: Power wagon assembled by PAL for the Indian ministry. Right: Commercial vehicle produced by PAL.
(PAL — Premier Automobiles Limited, a private Indian motor vehicle manufacturer.)

referral of Post Office-furnished claims to the appli-
cable American Embassy abroad. Communications
from the embassies to the State Department are also
transmitted to the Post Office Department. Thus, the
State Department in Washington has acted only as
a means of communication between the Post Office
Department and the U.S. Embassies.

The U.S. Post Office had been paying its interna-
tional postal obligations in certain countries with dol-
lars rather than with excess foreign currency which
the United States owns in substantial amounts. Use
of the excess foreign currency would favorably affect
the balance of payments and reduce government budg-
etary costs. However, in light of the international agree-
ment regulating postal affairs among member
countries, the creditor country would have to approve
such payment.

GAO recommended that the State Department and
the Post Office further coordinate their efforts to col-
lect amounts owed by other governments, and that
as a matter of formal agreement, the State Depart-
ment should make every reasonable effort to collect
past due international postal debts. Also, assessing
interest on past due accounts in accordance with regu-
lations of the Universal Postal Convention and
collecting amounts due in foreign currency should be
considered in collecting outstanding accounts.

GAO further recommended that the State Depart-
ment take appropriate action to arrange with the
creditor countries for the payment of international
postal transactions in US.-owned excess foreign cur-
rency wherever possible.

46

Subsequent to the initiation of GAO’s review, rep-
resentatives of the two Departments, along with
Treasury Department officials, met to review collec-
tion procedures for international postal accounts. They
took action to attempt collection in foreign currency
under certain circumstances.

The Post Office and State Departments have been
attempting to collect the past due postal debts for
some time, but the Post Office Department stated that
it did not think the assessment of interest on unpaid
accounts was desirable.

The State and Post Office Departments stated that
appropriate action would be taken where such action
appeared warranted and advisable in respect to paying
U.S. postal obligations in excess currencies. (Report
to the Congress, B-165828, Aug. 11,1969)

88. U.S. Support of the Philippine Civic Action
Group in Vietnam.—In March 1970, GAO reported
on a study of the payments made to the Government
of the Republic of the Philippines by the Government
o the United States in support of the Philippine Civic
Action Group (PHILCAG) in Vietnam.

The report stated that the quid pro quo assistance
given to the Philippine Government, which was funded
by the Department of Defense, consisted of approxi-
mately $35 million in equipment and logistic support
and about $3.6 million of direct payments to the Gov-
ernment of the Philippines. There was also evidence
that other forms of U.S. assistance to the Philippine
Government, such as military and economic aid funded



under the Foreign Assistance Act, were increased
during the period of the PHILCAG commitment to
Vietnam.

The $3.6 million of direct payments included in the
assistance was appropriated by the U.S. Congress for
the Department of Defense and paid to the Philippine
Government in quarterly payments between October
1966 and October 1969. One additional payment was
made in January 1970. GAO was unable to ascertain,
however, whether the PHILCAG troops actually re-
ceived the per diem and overseas allowances accord-
ing to the daily rates which were used to compute
the amount of the quarterly payment by the United
States. GAQ’s inquiries into this matter were confined
to U.S. sources and disclosed that no information was
required of or received from the Philippine Govern-

SECTION |

ment on the disposition of the funds paid to them by
the United States.

GAO reported also that its work was seriously ham-
pered and delayed by the reluctance of the Depart-
ments of State and Defense to give access to the
documents, papers, and records which GAO con-
sidered pertinent to the review. Generally, GAO was
given access to only those documents, papers, and
records which it was able to specifically identify and
request, and then only after time-consuming screening
at various levels within the Departments. In view of
the restricted access to records, it is possible the agen-
cies may have withheld information which was
pertinent to the study. (Report to the chairman,
Subcommittee on U.S. Security Agreementsand Com-
mitments Abroad, Senate Committee on Foreign Rela-
tions, B-168501, Mar. 21,1970)
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Contract Administration

89. Evaluation of Cost Plus Award Fee Type
Contract Performance.— At the National Aero-
nautics and Space Administration’s (NASA) Manned
Spacecraft Center, award fees of about $990,000
were paid to a contractor for computer programming
and operational support services primarily on the basis
of NASA contract evaluators’ opinions and judgments
as to the contractor’s performance levels. Opinions
and judgments were used because of a lack of objec-
tive standards for evaluating contractor performance.

For example, evaluation plans under the contract
referred to “average or standard performance by a
qualified contractor” but did not give criteria for that
level d performance. Differences of opinion existed
between evaluators as to the contractor’s performance
level and as to what constituted a proper evaluation.
Actual contractor performance could not be directly
related to the assigned contractor performance scores.

It was GAOs opinion that the contractor’s work
output should have been evaluated on the basis of
objective measurement techniques as suggested by
NASA’s contracting guide.

NASA procurement officials agreed that more de-
finitive output standards for evaluating the contractor
could have been established. They stated that the guide
would be revised to recognize NASA’s more recent
experience in the use of award fee contracts and that
consideration would be given to an overall analysis
of award fee contracts at the various NASA centers.
(Report to the Administrator, NASA, B-133394,
Dec. 18, 1969)

89a. Feasibility of Cost Accounting Standards
for Negotiated Contracts.— A 1968 amendment to
the Defense Production Act of 1950 —Public Law 90-
370—directed GAO to study thc feasibility of applying
uniform cost accounting standards to negotiated de-
fense contracts in excess of $100,000.

During the congressional debate prior to enacting
the legislation views were expressed that uniform cost
accounting standards are necessary mainly because of
substantially increased costs of procurement and dif-
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ficultiesin contract administration. In fiscal year 1969,
89 percent of military procurement—over $36 bil-
lion—was obtained by contract negotiation. In a ne-
gotiated award the estimate of a contractor’s cost plays
an important role in the establishment of the price.
The cost of any specific order can only be measured
by the application of cost accounting principles. In
the absence of “uniform principles” the entire burden
is placed upon procurement officials to evaluate the
contractor’s accounting practices without the guidance
of cost standards recognized by Government and
industry.

“General cost principles and procedures” for use
in negotiated defense contracts are contained in Sec-
tion XV of the Armed Services Procurement Regula-
tion (ASPR). GAO found that the effectiveness of
ASPR is impaired because (1) it makes frequent
references to generally accepted accounting principles
and/or regulations of the Internal Revenue Service,
neither of which was intended to serve contract costing
purposes, (2) it lacks specific criteria for the use of
alternative accounting principles and indirect cost al-
location methods, and (3) it is of limited applicability,
since it is mandatory for only cost-reimbursement type
contracts.

GAO also found that uniform cost accounting stand-
ards could provide a common framework for estimating
prospective cost or for the determination of the actual
cost of a contract. They could provide the guidance,
support, and coordination required for better under-
stood estimates and subsequent reports of actual costs.

GAOs major conclusion was that it is feasible to es-
tablish and apply cost accounting standards to pro-
vide a greater degree of uniformity and consistency in
cost accounting as a basis for negotiating and adminis-
tering procurement contracts. Other conclusions were
as follows: (1) it is not feasible to establish and apply
cost accounting standards in such detail as would be
necessary to insure a uniform application of precisely
prescribed methods of computing costs for each of the
different kinds of cost, under all the wide variety of
circumstances involved in Government contracting,
(2) cost accounting standards should apply to all ne-



gotiated procurement contracts and subcontracts, (3)
cumulative benefits from the establishment of cost
accounting standards should outweigh the cost of
implementation, (4) new machinery should be estab-
lished for the development of cost accounting stand-
ards, (5) standards of disclosure and consistency
should be adopted at an early date, and (6) contrac-
tors should be required to maintain records of con-
tract performance costs in conformity with cost ac-
counting standards and any approved practices set
forthin a disclosure agreement or be required to main-
tain the data from which such information could be
readily provided.

Hearings were conducted on this report by the Sub-
committee on Production and Stabilization, Senate
Committee on Banking and Currency, on March 31,
1970, and by the House Committee on Banking and
Currency on June 19, 1970, in connection with legis-
lation for extending the Defense Production Act of
1950. As a result of the hearings, a new section pro-
viding for the establishment of a Cost Accounting
Standards Board was added to that act by the enact-
ment of Public Law 91-379, approved on August 15,
1970.

The Board is to be an agent of the Congress and
independent of the executive departments and is to
consist of the Comptroller General as its Chairman and
four members to be appointed by the Comptroller
General. The Board is to promulgate cost accounting
standards designed to achieve uniformity and con-
sistency in the cost accounting principles followed by
defense contractors and subcontractors under negoti-
ated Federal contracts and subcontracts in excess of
$100,000. The Board is also to make rules and regula-
tions for the implementation of the cost accounting
standards promulgated. Such regulations are to require
defense contractors and subcontractors, as a condition
of contracting, to disclose in writing their cost account-
ing principles. (Report to the chairmen, Senate and
House Committees on Banking and Currency and
Armed Services, B~39995 (1), Jan. 19, 1970)

90. Feasibility of Using “Should Cost” Con-
cepts in Auditing and Reviewing Contracts. — The
Joint Economic Committee, through its Subcommit-
tee on Economy in Government, asked GAO to study
the feasibility of applying “should cost” analyses in
GAO’s audits and reviews of Government procure-
ment. The committee defined the “should cost” ap-
proach as an attempt to determine the amount that a
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weapons system or product ought to cost given at-
tainable efficiency and economy of operation.
GAO found that:

It is feasible in auditing and reviewing contractor
performance to utilize “should cost” analyses.

The greatest opportunity for the Government to
benefit from the application of “should cost” ap-
pears to be through its use, on a selective basis, in
preaward evaluations of contractors’ price proposals.

In addition to preaward reviews, Government
agencies should consider performing “should cost”
reviews selectively during the performance of the
contract—on a postaward basis.

The extent and depth of the application of
“should cost” concepts should be flexible and be
based upon information developed in the initial
stages of the review. The subsequent detailed re-
view efforts, however, should be of sufficient depth
to provide full documentation of inefficiencies and
their impact on contract costs.

The success of any “should cost” work would
depend to a large extenton (1) the skill of a Govern-
ment team in pinpointing areas for cost improve-
ment by a contractor, (2) genuine cooperation
between the Government and the contractor in pro-
viding adequate exchange of information between
“should cost” review teams and contractor person-
nel, and (3) a willingness by contractors to make
changes based on the team’s efforts when they ap-
pear to be constructive and practical.

(Report to the Congress, B-159896, May 20, 1970)

91. Government-Owned Materials in Plants of
Overseas Contractors.— The Department of De-
fense provides overseas contractors with materials as
part of its contractual agreements. The military serv-
ices are responsible for reviewing the efficiency of the
contractors’ systems for control of the materials so
provided. GAO reviewed management of such ma-
terial by the military services at five plants of overseas
contractors.

The contractors were not following the contractual
provisions relating to acquiring and retaining Govern-
ment materials. More specifically, they were not (1)
‘periodically reviewing material requirement levels,
(2) properly computing use of materials, (3) giving
full consideration to all available stock on hand or due
to arrive, (4) canceling outstanding orders found to
be in excess of needs, or (5) properly determining re-
serve levels of materials. Many of the deficiencies could
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have been prevented, or corrected earlier, by better
surveillance of the contractors’ performance by Gov-
ernment personnel.

Inadequate administration of Government property
by the contractors and the military services resulted
in unnecessary investment in inventories, increased
transportation costs, and possible unnecessary procure-
ment or shortage of materials at some locations. As a
result of GAQ’s tests and subsequent reviews by the
contractors, about $3.8 million worth of Government
material was declared excess and made available for
redistribution. In addition, contractors requested can-
cellation of orders for about $1.4 million worth of
Government material.

GAO suggested that the Secretary of Defense con-
sider enlarging the property administration staffs, pro-
viding the staffs with needed training, and taking
measures for achieving greater cooperation by contrac-
tors in more effective management of materials fur-
nished by the Government. GAO recommended that
the Secretary take appropriate action to monitor the
implementation of planned actions by the military
services to insure that satisfactory progress is
being made to improve the quality of property
management,

The Department of Defense agreed and indicated
a firm intention, on its part and on the part of the
military departments, to insure that the deficiencies
referred to in this report arc overcome. (Report to the
Congress, B-140389, June 17, 1970)

92. Determining Compliance With Construc-
tion Contract Specifications.—The District of Co-
lumbia Government (1) had not made required and
recommended tests and checks to determine whether
concrete met building construction specifications, (2)
had accepted concrete that did not meet specifications,
(3) had not received required samples, shop drawings,
descriptive literature, and certifications to determine
whether materials, equipment, and systems met specifi-
cations, and (4) had accepted compacted soil (filland
backfill) that did not meet specifications.

The District had not provided its site inspectors with
written guidelines clearly defining mandatory and rec-
ommended inspection practices and had not provided
equipment necessary to make required tests. Nor did
it have an adequate system for reporting to manage-
ment the frequencies and results of concrete tests.

During GAO’s review the District took action, as
GAO had suggested, to improve its inspection policies
and practices by providing needed guidance and test
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equipment to its inspectors and by implementing a bet-
ter system for reporting and reviewing results of in-
spection activities. (Report to the Congress, B-118638,
June 9, 1970)

Contracting Policies and Practices

93. Methods for Enhancing Competition in
Weapons Systems Procurement.— The chairman,
Subcommittee on Antitrust and Monopoly, Senate
Committee on the Judiciary, asked that GAO evaluate
two methods, proposed by individuals outside of the
Department of Defense, for improving competition in
procurement by the Department of Defense of weapons
systems, components, spare parts, and related items.
The two methods are referred to as “parallel un-
documented development” and “directed technical
licensing.”

Parallel undocumented development — Thismethod
implies sustaining two or more contractors well into
the period of engineering development—which nor-
mally is not done—and provides for competitive award
and pricing of production on the basis of demonstrated
prototypes instead of relying heavily on paper studies,
plans, and proposals. Under this method, documenta-
tion ordinarily required by the Government for pro-
curement, support, maintenance, and other purposes
would be deferred —except for the data essential to the
development process itself —until one of the produc-
tion contractors is chosen.

GAO expressed the opinion that this procurement
method has merit as an acquisition strategy for ad-
vanced weapons systems, subsystems, and other mili-
tary goods which (1) have probable technological or
strategic uncertainties or which intend to penetrate
state-of-the-art frontiers, (2) are to be produced in
quantity, or (3) have a low or moderate ratio of
development cost to total acquisition cost.

This procurement method is favored because it
offers credible expectation that:

Rival performance of physical hardware can be
tested and compared more effectively before a
decision is made to go ahead with production.

The cost overrun problem should diminish be-
cause contractors would not be forced to price out
manufacturing costs before critical unknowns had
been dispelled and a product made clearly visible.

More than one design approach could be
appraised.



It should be easier to back away from doubtful
design concepts before heavy investment in the
designs.

It should provide flexibility in the face of chang-
ing threats and accelerating technology and the
design could be revised or canceled before the Gov-
ernment and the contractor are overcommitted.

There should be stimuli to creativity at work so
that more innovations and breakthroughs may be
achieved.

The competition would be analogous to the com-
mercial market place in that contractors should seek
to excel in manufacturing economies and achieve
superior reliability, maintainability, and operating
cost effectiveness in their competing products since
these factors would help determine the winner.

GAO suggested that certain of the programs of the
Department of Defense, in early development and
under consideration by the Armed Services Commit-
tees, may be candidates for competitive prototyping
under austere conditions. Such programs include the
F-15 fighter aircraft, the Subsonic Cruise Armed
Decoy (SCAD), and the AX close support aircraft.
The extent to which these or other programs should
be prototyped through initial flight testing as opposed
to a fully integrated systems engineering development
is a matter for considerable technical judgment. Where
the situation is unclear, appropriate congressional
committees may wish to obtain such judgments from
independent experts.

Directed technical licensing—This method pro-
poses a clause for insertion in the early development
contract allowing the Government to reopen competi-
tion for subsequent or follow-on production, select
the winner, and appoint him as licensee. It is aimed at
obtaining competition, which is ordinarily very diffi-
cult to achieve, in the reprocurement of technological
hardware. In return for royalty and technical assist-
ance fees, the licensor would then provide the winner
with manufacturing data and technical assistance to
help the licensee produce successfully.

The main objectives of this method are attractive:
competition to be reopened at reprocurement time and
the Government role as an intermediary in transfer-
ring technical knowledge from one fam to another
to be diminished. GAO expressed the opinion, how-
ever, that, despite its imaginative approach to the prob-
lem of transferring technology from one fim to
another, this method posed problems which seem to
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evade a workable solution. Some of the problems
include :

Motivating the contractors to cooperate.
Setting the magnitude of the fees.

Protecting trade secrets adequately.
Securing straightforward bidding procedures.

In addition to an evaluation of the two methods for
improving competition in procurement, CAO offered
the following observations for consideration of the
Congressand the Department of Defense.

Multiple high technology advances should not be
sought simultaneously in a single weapon system
when early deployment is contemplated, except in
response to a sudden and grave threat to the Nation.

Competitive prototyping is opposed in some quar-
ters on the grounds of extra cost and time. If this
point is correct—and there isno hard evidence either
way —the increased cost will appear at the begin-
ning of the program. Reduced procurement outlays
should follow with confidence that the new device
will perform its intended function. Also, cancella-
tion or modification at the prototype stage would
be much less costly than at the stage of advance
production.

Because of funding and time constraints associated
with major weapon systems, the tendency may be
to limit use of the parallel undocumented develop-
ment method of Procurement to smaller, less com-
plicated hard goods. This would miss the point.
The cost or feasibility of successful production of
such items is not so uncertain as to cause enormous
miscalculation of expenditures as in the case of high
risk major weapons systems.

Major hard goods for which parallel prototyping
is impractical should be competed further into en-
gineering development before the single source is
selected. Uncertain subs)stems, at least, should be
considered for competitive prototyping.

The acquisition strategy to be used is one that best
fits the kind of article to be procured, its particulari-
ties, and the degree of risk involved. To help pre-
vent the use of the wrong acquisition strategy and
to moderate the impact of time and funding con-
straints, there should be a carefully designed decision
guide to identify the various acquisition strategies,
lay out the features and characteristics of each, and
show the most practical procurement situations for
their use.
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The amount and kinds of documentation required
and deferrable during development should be
reexamined.

Overemphasis on price competition at the outset
of the development of technological hardware —the
time of greatest uncertainty—may lead to under-
estimated cost and subsequent overruns.

(Reportto the Congress, B—39995, July 14,1969)

94. Selection of Method of Contracting (For-
mal Advertising or Negotiation). — Although about
90 percent of the value of initial award packages for
ship overhauls were awarded by the Navy under ad-
vertised contracts, the circumstances under which the
awards were made were not conducive to keen price
competition because :

The Navy’s policy of having ships overhauled at
or near home ports reduced the number of prospec-
tive bidders.

The number of shipyards that could do certain
types o overhauls were limited to the few that had
capabilities for hauling all sizes of vessels.

The specialization by contractors within the ship
repair market narrowed the choice of firms.

When such competitive constraints prevail, ad-
vertised procurement methods should be used only
when there are other assurances that prices are fair
and reasonable. The Navy tried to get this assurance by
making its own estimates and comparing them with
bids submitted, but the Navy apparently lacked confi-
dence in the reliability of its own estimating system and
placed little reliance on the results of the comparisons.

As a rule, substantial additional work was added to
the initial award package after a contract was awarded.
The price for the additional work was generally negoti-
ated on a sole source basis because the ship was im-
mobilized in the contractor’s yard and it was impracti-
cal to solicit competition. This placed the Government
in a disadvantageous bargaining position. The Gov-
ernment’s disadvantage was further increased because :

Prices for the additional work were frequently
negotiated after the work had been completed with-
out knowledge by the Navy of the costs incurred.

In the case of changes affecting the work called
for in the initial award package, the Navy had no
way of knowing what adjustment should be made
in the initial award price.

Considering the short period of contract perform-
ance (generally 90 days), the Navy’s procedures did
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not seem adequate to handle the tremendous volume
of changes in a timely manner.

GAO proposed to the Secretary of the Navy that:

Invitations for bids require contractors to submit
itemized bids and that this information, together
with Navy estimates, be used to develop histories
that would provide a basis for identifying and resolv-
ing differences between bid prices and Navy
estimates.

Firm determinations be made as to the adequacy
of competition obtained and the reasonableness of
the bid prices and that, when the bid prices are sig-
nificantly higher than the Navy’s estimates and the
differences cannot be justified, the bids be rejected
and an attempt made to negotiate prices.

The many low dollar change orders be negotiated
by Navy representatives stationed at contractors’
shipyards at the time the work is authorized.

Should it become necessary to negotiate after the
work is completed, it seems reasonable that the Navy
use the same cost information, as a basis for negotia-
tion, asthat available to the contractor.

The Navy agreed substantially with these proposals
and stated that corrective action either had been taken
or was planned. The Navy stated further that future
contracts would include a clause requiring contractors
to furnish itemized costs after completion of the work
and that such cost information would be used to estab-
lish a data bank for evaluating bids on future over-
hauls. (Report to the Congress, B-133170, Mar. 19,
1970)

95. Selection of Type of Contract (Fixed-Price
or Cost-Type).— Early in 1965, because of the Viet-
nam conflict, there developed an urgent demand for
general purpose bombs. During calendar years 1965~
67, the Navy awarded contracts for the production of
4.5 million 250- and 500-pound bomb bodies. Firm
fixed-price negotiated contracts amounting to about
$472 million were awarded to six Contractors. The
contracts were subject to the Truth-in-Negotiations Act
(Public Law 87-653) which provides that contractors
be required to submit cost or pricing data and to
certify that such data are accurate, complete, and
current.

GAO examined into the prices negotiated in 34
procurements totaling about $343 million. The ex-
amination was directed to evaluating the reasonable-
ness of significant estimates, accepted by the Navy, in
relation to cost data available to the contractors at
the time of each negotiation.



The prices could have been reduced by millions of
dollars if the Navy had:

Required the contractors to submit or identify in
writing accurate, complete, and current cost or pric-
ing data in support of cost estimates included in
price of proposals.

Made adequate reviews and evaluations of the
factual data available to the contractors in support
of the estimates.

More specifically, GAO found that:

Prices negotiated for 33 procurements totaling
$309 million were higher by about $13.9 million
than indicated by cost or pricing data available to
the contractors prior to each of the negotiations.

Prices negotiated for 12 procurements totaling
$172 million included cost estimates of about $46
million for which sound and realistic cost or pricing
data were not available.

Navy contracting officials had not requested pre-
award audits for eight of the 34 procurements.
Where the Navy requested such audits, it imposed
time restrictions which limited the scope of the audits
in several instances.

Since the time limitation and the absence of realistic
cost data precluded adequate documentation of the
contractors’ proposals and adequate performance of
agency audits, GAO believed that the Navy should
not have used firm fixed-price-type contracts. More
flexible types of contracts would have been more
appropriate.

GAO proposed to the Department of Defense
(DOD) that it consider these findings, as well as
any additional information available, to determine the
extent of the Government’s legal entitlement to price
adjustments with respect to these procurements. The
Navy agreed and stated that actions had been started
to make the determinations GAO had proposed.

The Navy did not believe that it could recover the
amounts included in firm fixed prices for unsupported
cost estimates, which had been accepted by both par-
ties to accommaodate the risks of production. The Navy
stated that, at the time of awards, there was an em-
phasis by DOD officials on the use of firm fixed-price
contracts to the maximum extent and there was an
overzealous application of this high level policy pro-
nouncement by contracting officials. DOD has since
recognized this overreaction and has issued instruc-
tions concerning the misuse of firm fixed-price con-
tracts.
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DOD’s procurement management review group had
reviewed the practices of its offices responsible for am-
munition procurement and had noted procurement
practices that need improvement similar to those GAO
noted. Also, the Defense Contract Audit Agency had
performed postaward audits of 20 ammunition con-
tracts for defective pricing and had reported defective
pricing in some instances. (Report to the Congress,
B-118710, Dec. 11, 1969)

96. Negotiation of Prices on Basis of Con-
tractors’ Catalog or Market Prices. — GAO examined
negotiated contracts in amounts over $100,000 to as-
certain whether determinations of Department of De-
fense (DOD) officials—that negotiated prices were
based on catalog prices of commercial items sold in
substantial quantities to the general public—and re-
lated policies seemed to adequately carry out the ob-
jectives of Public Law 87-653. In accordance with the
law, in such cases procurement officials normally rely
on the competitive forces of market rather than cost
or pricing data in determining whether proposed
prices are fair and reasonable. GAO estimated that
contract awards based on contractors’ catalog prices
probably have exceeded $1 billion annually.

In GAO’s review of 68 such contracts, it found that
contracting officers had obtained a copy of the con-
tractor’s catalog or price list for each of the contracts
prior to award at the catalog price. However:

For 45 of the 68 contracts, the contracting officers
had no record of having obtained factual informa-
tion from contractors showing the quantity of com-
mercial sales during a specific recent period.

For 23 of the 68 contracts, the contracting officers
had obtained contractors’ sales data but had verified
the data for only nine of the contracts.

DOD policies and criteria did not provide specific
guidance with respect to the amount of commercial
sales that should be considered “substantial.” This had
led to acceptance of diverse and/or seemingly minor
amounts of commercial sales as “substantial.” In this
connection, the Renegotiation Act establishes for
standard commercial items a specific percentage of
commercial sales to total sales for determining whether
the items are subject to the Renegotiation Board’s
profit review.

I'n some instances the largest individual commercial
sales were in substantially smaller quantities than
those purchased under individual DOD contracts.
Under these circumstances, there was no assurance
that the prices paid by the Government for the quan-
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tities purchased would have been paid by commercial
buyers of comparable quantities.

DOD has improved its guidance with respect to
types of data to be obtained from contractors prior
to the award of catalog or market priced contracts.
However, it has not provided any new guidance as to
how the data are to be used.

GAO recommended that DOD :

Provide more definite criteria for determining
what constitutes substantial sales to the general
public. In this connection, consideration should be
given to establishing criteria similar to those for
standard commercial items in the Renegotiation
Act.

Revise the Armed Services Procurement Regula-
tion to require evidence, as a condition for accept-
ance of a catalog price, of recent individual com-
mercial sales in quantities approximately similar to
the proposed quantities for purchase by the
Government.

Consider requiring contracting officers to (1)
obtain a certification from the contractor that the
sales data being submitted are complete and accu-
rate, (2) include a provision in each proposal and
any resulting contract which would permit Govern-
ment representatives to examine the contractor’s
pertinent books and records in order to verify the
information submitted in support of the proposal,
and (3) verify sales data obtained from the
contractors.

DOD stated that it was undertaking a more thor-
ough study of the adequacy of its catalog pricing
policies and practices. With respect to GAO’s recom-
mendations, DOD stated that it did not consider (1)
the establishment of a specific percentage of com-
mercial sales to be an appropriate ground rule for
catalog price determination and (2) the criteria in the
Renegotiation Act for standard commercial items to
be analogous to the bases for substantial sales to the
general public at catalog prices. (Report to the Con-
gress, B-39995, Dec. 3, 1969)

97. Evaluation of Contractor’s Cost or Pricing
Proposals.— GAO reviewed three contracts awarded
by the Army to a contractor for production of am-
munition fuzes to examine into the reasonableness of
the prices negotiated subject to the provisions of Public
Law 87-653—the Truth-in-Negotiations Act. The act
requires contractors to submit cost or pricing data and
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to certify that such data are accurate, complete, and
current.

The data submitted by the contractor did not pro-
vide details in support of major cost elements included
in the price proposals. The prices could have been
reduced significantly if the contracting officer had
required the contractor to submit detailed cost or pric-
ing data in support of material and labor estimates
and if agency officials had made adequate evaluation
of the data.

GAO found that the prices negotiated for two of the
three contracts included :

Estimated material and labor costs that were
$3,499,800 higher than indicated by cost informa-
tion available to the contractor but not made known
to the Army.

Estimates totaling $1,587,200 for anticipated price
increases, for production lot losses, and for scrap
and rework for which the contractor had no factual
support.

The Army agreed with GAQO’s proposal that it seek
appropriate recoveries under the defective-pricing-
data clausesof the contracts and stated that it had made
demand on the contractor in the amount of $4,022,570
under these two contracts. In June 1970 the Army
advised GAO that it had negotiated its claim with the
contractor and had accepted a recovery of $1,300,000
in final settlement of the claim. The Army stated that,
after a thorough analysis of its position on the con-
tracts, it had determined that its position was not
strong enough to support the original demand.

GAQ’s review of the third contract showed that the
target costs negotiated for material were $227,100
higher than warranted. Unless the target costs and
target profits are adjusted, the Government would
incur increased costs of $123,650 under the incentive
provisions of the contract. The Army stated that it
would take action to negotiate a reduction of $227,100
in the target costs.

Subsequent to the negotiation of these contracts,
Defense regulations were revised to emphasize that
contracting officers require contractors to submit,
either actually or by specific identification, the avail-
able factual cost information in support of noncom-
petitive proposed prices expected to exceed $100,000.
Contracting officials were also required, generally, to
request evaluations of such proposed prices. Defense
procurement management officials are currently re-
viewing practices of procurement activities to ascer-
tain whether procurement regulations are understood,



complied with, or need further clarification. (Report
to the Congress, B—-163874, July 15, 1969)

98. Inclusion of One-Time Costs in Follow-On
Contracts.— The Army negotiated daily rental rates
for barges which included the contractor’s costs for
towing the barges from the Philippines to Vietnam
and returning them when no longer needed. The tow-
ing costs for a number of the barges already in service
in Vietnam had been provided for and recovered in
rates negotiated under prior contracts. GAO estimated
that the Army could have saved $664,000 had the tow-
ing costs been eliminated from the rental rates and
provided for in the contracts as a separate item to be
paid once for each barge delivered to Vietnam.

These contracts were subject to the requirements
of Public Law 87-653—the Truth-in-Negotiations
Act—which provides, among other things, that con-
tractors submit cost or pricing data and certify that
such data are accurate, current, and complete, prior
to the award of negotiated noncompetitive contracts
over $100,000. The contracts also included a clause
permitting the Government to recover any significant
increase in the price that resulted from the submission
of inaccurate, incomplete, or noncurrent cost or pricing
data.

In response to GAO’s findings, the contractor took
the position that the contracts were negotiated on the
basis of adequate price competition without reliance
on the cost or pricing data. GAO did not agree that
there had been adequate price competition and rec-
ommended that the Secretary of Defense:

Consider whether the Government is legally en-
titled to price adjustments under the terms of the
contracts.

Review the rental rates negotiated on a noncom-
petitive basis under other contracts for supplying
barges, tugs, and other vessels in Vietnam ; ascertain
whether towing costs that had already been provided
under previous contracts were included in the rental
rates; and, if so, determine whether the Government
is legally entitled to price adjustments.

Negotiate towing costs, in future contracts, as a
separate item to be provided once for each piece of
equipment in continuous service.

The Army stated that it would review the contracts
and that the solicitations for 1971 contracts would re-
quire the proposals to show transportation (towing)
costs as a separate item. (Report to the Congress,
B-167714, May 6, 1970)
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99. Use of Value Engineering Clauses in Con-
tracts.— In 1963 the Department of Defense estab-
lished a value engineering program —defined as a sys-
tematic and creative effort to simplify the design and
manufacture of products in order to obtain the lowest
overall cost to the Government—to provide for shar-
ing with contractors the cost reductions resulting from
changes to specifications and other contract require-
ments. The program is implemented by the use in con-
tracts of one of two value engineering clauses—an
incentive clause or a program requirement clause. The
incentive clause merely encourages the contractor to
submit value engineering change proposals. The pro-
gram requirement clause obligates the contractor to
conduct value engineering at an agreed upon level of
effort for which the contractor is fully reimbursed.
These clauses offer the contractor a share in cost reduc-
tions ensuing from approved change proposals. The
Department of Defense reported that its share of cost
reductions through value engineering was about $170
million for the five fiscal years through 1968.

Many of the contracts with the incentive clauses
had not produced the desired results in that some con-
tractors were not stimulated to develop proposals to
reduce costs even though they would share in the cost
savings. GAO expressed the belief that new techniques
were needed to stimulate the contractors and that the
value engineering performance of contractors could be
improved if the Department of Defense officials iden-
tified the specific programs most susceptible to value
engineering and suggested to contractors that they
concentrate their efforts on those programs.

The administration of the value engineering pro-
gram by the military departments could be improved
and strengthened by:

Processing of contractors’ value engineering pro-
posals on a more timely basis.

Informing the contractors in clear and concise
language of the reasons for rejecting proposals.

Modifying certain policies which tend to restrict
value engineering effort.

Incorporating accepted value engineering product
changes promptly into concurrent related contracts.

Evaluating results of value engineering effort
under clauses requiring contractor effort so that
potential cost savings may be applied in other con-
tracts or in logistics support areas.

GAO proposed that the Secretary of Defense estab-
lish guidelines for identifying contracts or programs
having substantial value engineering potential and es-
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tablish savings goals for these programs to stimulate
participation by contractors. A number of other pro-
posals to improve administration of the value engineer-
ing program were also made.

The Department of Defense advised that instruc-
tions would be revised to correct many of the problems
discussed in GAO’s report. The action being taken by
the Department should contribute significantly to im-
provement in the effectiveness of the program. (Report
to the Congress, B-165767, Aug. 25, 1969)

100. Contractor’s Unwillingness To Negotiate
on Basis of Prior Cost Experience and Probable
Production Costs.—In 1966 the Army procured, at
a contract price o $3.5 million, eight rock-crushing
plants for use in Southeast Asia road construction
activities. The procurement was noncompetitive and
subject to the requirements of the Truth-in-Negotia-
tions Act (Public Law 87-653) for submission of certi-
fied cost or pricing data. GAO reviewed the reason-
ableness of the price negotiated in relation to available
cost information.

At the time of negotiations, cost information was
available to the Army that the price proposed by the
contractor was too high—by about $528,000. The con-
tractor would not agree, however, to any discussion
of the cost elements supporting its proposed price and
no reduction was negotiated. The Army contracting
officer was aware that the price was higher than indi-
cated by available cost or pricing data and, under pro-
curement regulations, was required to refer the matter
to higher authorities in the Army before agreeing to
the contract price. This, he did not do. In addition, it
appears that the Government’s right to a price adjust-
ment under Public Law 87-653 has been impaired
since the price was not negotiated on the basis of cost
information submitted by the contractor.

The contractor stated to GAO that it believed the
contract price was fair and reasonable and that it had
negotiated fully and completely with the Army.

Although the price exceeded the cost of performance
by about 35 percent, the contractor sought to avoid
a determination of excessive profits by the Renegotia-
tion Board on the grounds that rock-crushing plants
qualify for an exemption in the Renegotiation Act with
respect to sales of new durable productive equipment.
The Renegotiation Board denied the exemption. How-
ever, the contractor can appeal the matter to the Tax
Court. GAO recommended that the Secretary of
Defense emphasize to procurement officials the need
for reporting to top officials, as required by Defense
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regulations, proposed procurement when the prices are
considered to be unreasonably high and the contractor
refuses to negotiate. Had the regulations been followed
in this case, top Army officials would have been alerted
to consider whether other actions were desirable before
the price was agreed upon.

The Army stated that the requirement for contract-
ing officers to report to higher authority situations
where contractors refuse to negotiate was not appli-
cable in this instance because the contracting officer
did not anticipate at the time a letter contract wes
awarded the problems which arose 3 months later
during the price negotiations. Subsequently, however,
Department of Defense officialsstated that this require-
ment would be applicable whenever a final price is
negotiated. (Report to the Congress, B-165006, Jan. 9,
1970)

101. Improper Practices.—In the procurement
of food services at the U.S. Merchant Marine
Academy, the Maritime Administration, Department
of Commerce, had not followed the policies and pro-
cedures prescribed by the Federal Procurement Regu-
lations regarding the type of contract used, selection
of contractcr, and contract renewal options.

Maritime negotiated the food service contract for
the school year ended June 30, 1967, and rather than
obtaining competitive bids, accepted prices for some
items in the contract without negotiations, and did not
adequately review the cost data provided by the
contractor.

The contract for the school years ended June 30,
1968 and 1969, which related to four categories of
meals, was not awarded to the low responsible bidder.
Instead, Maritime accepted the low bid on the major
category and then negotiated with this bidder for prices
on the other categories. The ultimate contract price for
the four categories was $5,000 higher than the original
low bid. In GAQO’s opinion, Maritime’s action was not
in accord with regulations and was not justified by the
reasons given.

Also, awarding the contract for a 2-year period was
improper because of the statutory provisions against
multiple-year contracts. A provision requiring mutual
agreement to extend or renew the contract instead of
affording the Government the sole option for exten-
sion was improper because any such extension would
constitute a new negotiated procurement and would
not be an exercise of a renewal option.

GAO recommended that actions be taken to pre-
clude recurrencies of the cited situations. (Report to



the Assistant Secretary for Administration, Commerce,
June 30,1970)

102. Government-Furnished Vvs. Contractor-
Furnished Fuel on Dredging Contracts. — The Corps
of Engineers (Civil Functions), Department of the
Army, obtained most of the diesel fuel and other
petroleum products needed to operate Corps-owned
dredges from suppliers under contracts with the
Defense Fuel Supply Center. Corps’ dredging con-
tractors were required, however, to furnish fuel and
other petroleum products needed in their operations.

GAO estimated that, on three contracts awarded by
the New York District Office, the Corps could have
saved about $29,000 if it had furnished the approxi-
mately 2 million gallons of diesel fuel used on these
contracts. About 69 million gallons of diesel fuel were
used for the Corps’ contract dredging operations in
fiscal year 1968.

GAO was informed that, in accordance with its
recommendation, instructions had been issued to con-
sider the feasibility of furnishing fuel to Corps dredging
contractors. (Report to the Secretary of the Army,
B—161330, July 14,1969)

103. Evaluation and Selection of Architect-
Engineer Firms.— The District of Columbia Govern-
ment’s procedures for the selection and employment of
architect-engineer (A-E) firms require the mainte-
nance of up-to-date files on acceptable firms, that the
performance of the firms be rated when the require-
ments under the A-E agreements are completed, and
that their performance be rated again when facility
construction is completed. These files are to be used
to prepare lists showing detailed information on A-E
firms for consideration by an architect-engineer selec-
tion board (A-ESB) which is responsible for recom-
mending the order o priority in which the firms will
be considered for employment.

Review of the list of 189 A-E firms that was used at
an A-ESB meeting GAO attended disclosed that cur-
rent information was not made available on all A-E
firms being considered, board members were not
provided with complete information, and performance
ratings were not prepared in accordance with estab-
lished procedures.

Subsequently, District officials informed GAO that
procedures have been adopted which will assure that
current information will be available on all A-E firms
being considered, that A—-ESB members will be pro-
vided with complete information, and that perform-
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ance ratings will be prepared in accordance with
established procedures. (Report to the Commissioner,
District of Columbia Government, B-118638, Jan. 7,
1970)

104. Procurement of Currency Paper.—In re-
sponse to GAQ’s proposal in a prior report, the Bureau
of Engraving and Printing, Department of the Treas-
ury, made a commendable but unsuccessful effort to
encourage suppliersin addition to the previous supplier
to bid on Bureau currency paper requirements. How-
ever, cost reductions totaling $555,755 will be achieved
over a 4-year period because the Bureau changed from
an annual to a 4-year contract beginning in fiscal year
1970 and the long term major supplier—the only
bidder—was awarded a contract at a lower unit price
than the fiscal year 1969 unit price.

In the absence of adequate and effective competi-
tion, however, there is a need for the Bureau to have
better assurance as to the reasonableness of the prices
for currency paper. GAO suggested that, if there is an
absence of adequate and effective competition in the
future, the Bureau negotiate a contract on the basis of
the supplier’s certified cost or pricing data in accord-
ance with the provisions of the Code of Federal Regu-
lations. This procedure is generally accepted and
extensively used where there is insufficient active com-
petition to effectively insure the reasonableness of the
price.

GAO was informed that the Bureau intended to
adopt this suggestion in future procurements of cur-
rency paper. (Report to the Congress, B-114801,
Mar. 26, 1970)

105. Use of Contracts Containing Incentive
Provisions.— The National Aeronautics and Space
Administration (NASA) incorporated incentives
amounting to $26.2 million into two launch vehicle
stage production contracts awarded by its Marshall
Space Flight Center in order to accelerate delivery of
the stages to be used in the Apollo program. In GAO’s
opinion, NASA could have avoided using incentives to
obtain early delivery of the stages without adversely
affecting the Apollo program because :

Early delivery of the stages could have been
obtained without additional payments to the
contractors.

Delivery of the stages for certain vehicles ahead
of schedule was not compatible with an earlier deci-
sion to delay delivery of these stages.
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Additional time for testing and solving prelaunch
checkout problems, which NASA stated it was at-
tempting to obtain through the use of schedule
incentives, was already available.

GAO noted that the schedule incentives negotiated
by NASA for the second group of stages procured
under these two contracts provided only for the
assessment of penalty against the contractors if the
stages were delivered late.

'NASA stated that it strongly believed that the early
delivery incentives included in the first group of stages
reduced costs, permitted mission adjustments, and
would keep total program costs to the minimum
obtainable.

GAO noted, however, that in October 1969 NASA
and the Department of Defense issued a joint incentive
contracting guide that describes improved incentive
contracting techniques. With respect to schedule in-
centives, the new guide suggests that, usually, it is not
advisable to provide rewards to advance delivery
schedules and that, generally, penalty-only incentives
are the most appropriate means of insuring delivery
on schedule. GAO believes that the new guidelines, if
properly implemented, should preclude a recurrence
of the situation described in the report. (Reportto the
Congress, B-161366, Feb. 25, 1970)

Facilities, Construction, and Leasing

106. Construction of Facilities Without Dis-
closure to the Congress.— The Department of De-
fense (DOD) managed 98 active Government-owned,
contractor-operated industrial plants originally costing
$2.2 billion for land and improvements. GAO noted
that large additions were being constructed at some of
these plants. Accordingly, GAO reviewed the pro-
cedures and controls relating to expansion and
replacement of industrial plants and examined into
acquisition of facilities constructed between late 1965
and 1968at two Air Force and three Navy installations.

Each major addition to facilities at military installa-
tions requires congressional review and approval and
is paid for out of military construction appropriations.
However, major additions to facilities at Government-
owned, contractor-operated defense plants are nor-
mally financed with funds from procurement or from
research, development, test and evaluation (RDT&E)
appropriations. Under the latter procedure, proposed
acquisitions are included as separately identified facility
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categories in procurement or RDT&E budget requests
submitted to the Congress, and the projects are some-
times individually presented to the congressional com-
mittees concerned.

GAO found that in some cases DOD had authorized
contractors operating Government-owned plants to
provide the financing for new facilities and to recover
the costs involved through overhead charges against
Government supply and research and development
contracts over a period of years—usually 5 years. Title
vested in the Government when the facilities were
built. Proposed acquisition of facilities under this
method was not specificallyidentified in budget presen-
tations to the Congress.

At the five installations reviewed, new buildings
costing $31 million had been acquired by the Air Force
and the Navy under supply and research and develop-
ment contracts, and financing was provided by the
contractors who were being reimbursed over a period
of years. The legality of these indirect acquisitions was
not questioned but the lack of disclosure of such acqui-
sitions to the Congress was pointed out as being incon-
sistent with the procedures applicable to construction
projects funded directly by the Government under mili-
tary construction appropriations or under procurement
or research and development appropriations.

There are no specific provisions in DOD procure-
ment regulations covering facility acquisitions by the
Government through contractor financing and subse-
quent reimbursement of the contractor under a supply
or research and development contract. Consequently
DOD does not require reporting of such projects to
the Congress in the budget process, nor does it pro-
vide guidance as to when this method of financing
should be used.

GAO did not inquire into the relative economy of
acquiring facilities indirectly through contractor fi-
nancing as compared with acquiring facilities under
the traditional method of direct financing by the Gov-
ernment. With respect to the financing charges, how-
ever, GAO noted that interest on the contractors'
investment in the facilities was not charged to the
Government. Also, the profit earned by the contractors
on the facility costs charged as overhead over the
amortization period appeared to be less than the inter-
est cost the Government would have incurred if it
had initially paid for the construction.

GAO recommended that the Secretary of Defense
take action to revise DOD’s budgetary procedures, as
appropriate, to effect full disclosure in applicable



budget submissions to the Congress of all proposed
expenditures from procurement and RDT&E appro-
priations, either directly or indirectly, for construction
of Government-owned facilities. GAO recommended
also that, if it is deemed desirable to have contractors
provide initial financing for Government-owned indus-
trial facilities, the Secretary of Defense have the
Armed Services Procurement Regulation (ASPR)
revised, as necessary, to (1) provide clear criteria con-
cerning when this method of financing should be em-
ployed and (2) spell out the controls to be exercised.

DOD advised GAO that it was reviewing its cur-
rent budget policies and procedures to determine what
changes may be necessary to insure disclosure of in-
dustrial facilities acquired indirectly through other
basic contracts and that it was considering whether
ASPR should be revised to contain guidance in this
area.

The House Committee on Appropriations, in its re-
port accompanying the Department of Defense Appro-
priation Bill for fiscal year 1970, cited GAO’s findings
and stated that the committee desired that in the future
all proposed major improvements to, and construction
of, Government-owned facilities funded in any manner
with procurement and research, development, test, and
evaluation appropriations be clearly identified in
budget requests. (Report to the Congress, B-140389,
Jan. 21,1970)
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107. Lease-Construction of Facilities in Italy.—
Under the lease-construction method of acquiring fa-
cilities, the lessor agrees to construct a building or
buildings in accordance with general guidelines pre-
pared by the lessee. The Navy has acquired a consid-
erable number of buildings under this method for the
use of the Naval Support Activity in Naples, Italy.
Rents for these buildings were about $900,000 in fiscal
year 1969. The Navy plans to increase its leasing in
future years. GAO examined into the Navy's use of
the lease-construction method for acquiring these fa-
cilities.

Acquisition of facilities in foreign countries through
lease-construction has certain advantages and disad-
vantages compared with acquisition through the mili-
tary construction program. Therefore the major fac-
tors affecting acquisition of a facility should be thor-
oughly reviewed and documented prior to selection of
a particular method.

The Navy established a policy in 1956 of acquiring
facilities in Naples exclusively by leasing with no con-
sideration being given to acquis'tion through the mili-
tary construction program. The Navy had no indica-
tion in its files that it had considered estimated costs
of construction, estimated appraised values, local
rental rates, or other factors in establishing rental rates
for the leased facilities.

An example of a major addition to the facilities of a Government-owned plant which was not specifically identified in budget
presentations to the Congress.
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The leased buildings were built to lower standards
than U.S.military specificationsand contained numer-
ous deficiencies in design, workmanship, and quality
of materials. Also, the lessor’s responsibility for main-
tenance was not clearly established. This resulted in
disagreements as to who should bear the cost of main-
tenance and in lengthy delays in having the work done.

GAO suggested that:

The Navy’s procedures for acquisition of facilities
by lease-construction be revised to provide for con-
sideration of acquisition through the military
construction program.

Records of future negotiations for lease-construc-
tion projects contain full documentation of factors
considered in establishing rental rates.

The Secretary of the Navy issue instructions pro-
viding additional guidance for entering into and
administering lease-construction contracts.

The Navy withhold a sufficient amount from
rental payments for the Naples complex to compen-
sate for construction deficiencies and for extraordi-
nary maintenance that the Navy had to perform
as a result of the failure of the lessor to make required
repairs.

The Assistant Secretary of the Navy (Financial
Management) agreed, in general, with GAO’s conclu-
sions and agreed to take appropriate action. (Report
to the Congress, B-167807, Jan. 6, 1970)

108. Engineering and Design Effort in Military
Construction Programs.—GAO reviewed the engi-
neering and design effort, expended in connection with
proposed construction of military facilities, where the
results of the effort were not used in connection with
actual construction and the effort could therefore be
considered “lost.”” The review was directed to the basic
causes of lost engineering and design effort and covered
72 selected projects which had indications o lost
effort.

Of the total design cost of $6.7 million for the 72
projects, about $2.6 million represented lost effort. The
$2.6 million included costs of about $800,000 that
could have been avoided and about $650,000 for
projects that could not be constructed because con-
struction fundswere not appropriated.

The basic causes of lost effort were inadequate pre-
liminary planning and insufficient coordination be-
tween the using activity and the design agency. GAO
pointed out the need for (1) improved preliminary
planning by the installations requiring the facilities and
(2) closer coordination between the installations and
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the design agencies before initiating design work and
throughout the design phase. GAO also suggested that
the design agencies of the military departments
strengthen their procedures for the identification, ac-
cumulation, and reporting of lost engineering and
design effort.

The Department of Defense stated that each of the
military departments had taken steps to improve
preliminary planning and to provide closer coordina-
tion between the user-installation and the design
agency. The Department stated further that it would
develop necessary procedures for identifying, ac-
cumulating, and prompt reporting of lost engineering
and design effort. (Report to the Congress, B-133316,
Oct. 22, 1969)

109. Determining Requirements for Mess Hall
Facilities.—GAO made a review of the policies,
procedures, and practices of the Department of De-
fense in determining requirements for mess halls for
enlisted personnel. The review was directed toward
examining the utilization of existing mess halls and
the effectiveness of the planning and determination of
requirements for new mess halls.

The criteria used by the military departments in
computing requirements assumed that 85 percent of
the enlisted personnel to be billeted in barracks on an
installation would eat at the mess halls. At the five
locations GAOQ visited, actual use of the mess halls was
far less than 85 percent. Also the seating capacity of
mess halls generally had been based on a 60-minute or
90-minute meal serving period, reflecting an average
turnover time of 16 minutes a seat. In practice, the
serving period was sometimeslonger; thus the effective
capacity of the mess halls was increased.

Proper consideration of the actual utilization of ex-
isting mess halls at the installations visited would have
(1 prevented the unnecessary construction of two mess
halls which cost about $1.4 million, and (2) permitted
a substantial reduction in the sue of two other mess
halls which cost about $2.3 million.

GAO suggested that:

The Department of Defense revise its criteria to
provide that each installation consider the actual
experienced rate of utilization of its mess halls in
computing requirements for new mess halls.

The length of the meal serving period be reviewed,
when computing requirements for mess halls, to in-
sure that it is as long as possible, consistent with
installation mission requirements, and that the ca-
pacities of existing mess halls be computed on the



basis of the length of the meal serving period thus
determined.

Local installation officials consider consolidating
the operation of mess halls where the utilization of
the existing mess halls is considerably below design
capacity.

The military departments reconsider their ap-
proved, but incomplete, mess hall projects to deter-
mine whether it is desirable and feasible to cut back
or eliminate the projects on the basis of possible
better utilization of existing facilities.

The Department of Defense agreed, in general, with
these suggestionsand advised that:

It had adopted plans for collecting data relating
to mess hall utilization and for developing revised
criteria.

It planned to develop additional controls and
mandatory review procedures to insure compliance
with existing policy for consolidation or centraliza-
tion of food servicefacilities.

It had requested the military departments not to
make any further contract awards for approved mess
halls pending revalidation of the projects.

(Report to the Congress, B—167400, Nov. 5, 1969)

Procurement Procedures and
Practices

110. Processing Small Purchase Transac-
tions.—As of June 30, 1968, the Navy Aviation Sup-
ply Office (ASO) was responsible for the management
of over 323,000 different aeronautical spare parts and
assemblies. During fiscal year 1968 it processed about
93,000 small purchase transactions — purchases under
$2,500 each—totaling about $72 million. About 70
percent of these transactions were processed by auto-
mation. GAO reviewed the policies, procedures, and
practices followed by ASO in operating the automated
procurement system to determine whether more effec-
tive use of the capabilities of the system could be
realized in processing small purchase transactions.

GAO observed that the system could be improved by
programming the automated equipment to:

Assist buyers in making price analyses of small
purchases.

Solicit quotations from all known supply sources.

Consolidate requirements.

Make maximum use of basic ordering agreements

(BOA’s). (A BOA is a written understanding with
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a contractor which describes goods or services that
might be purchased from the contractor and pro-
vides amethod for pricing them.)

Process many of the small purchases that continue
to be processed without the aid of automation.
Also noted was a lack of comprehensive reviews of

the automated system by audit groups of ASO, Navy,
or Department of Defense.

During GAO’s review ASO made changes in its
automated system which should help insure that re-
quirements for like items are consolidated and that
sole-source requirements are placed, as applicable,
under existing BOA’s.

GAO suggested that ASO (1) consider program-
ming the automated system to perform price analyses,
to solicit all known supply sources, and to process other
small purchases, and (2) provide for a periodic review
of the operation of the system so that management can
be informed of problem areas. In view of the present
and potential use of automated procurement systems
by other activities and the need for improvements in
the existing system at ASO, it was also suggested that
the Secretary of Defense establish programs to monitor
the implementation and improvement of automated
procurement systems.

The Navy and the Department of Defense advised
GAO df actions taken or planned by them which were
generally responsive to GAQO’s suggestions. (Report
to the Congress, B-162394, Dec. 17,1969)

111. Type of Paper Used in Copiers — Thetype
of duplicating paper which the Department of Hous-
ing and Urban Development (HUD) was using in its
copiers was substantially more expensive than the type
of paper used by two other departments of the Fed-
eral Government in the same type of copier. GAO
estimated that the use of less expensive paper at HUD
headquarters would result in annual savings ranging
from $7,700 to $10,000, dependingon the type of paper
used. Also, savings might be realized at HUD’s field
offices.

GAO was informed in March 1970 that a test con-
ducted by HUD showed that a more economical type
of paper than that previously used would function
satisfactorily in HUD’s copiers and that it would be
used. (Report to the Assistant Secretary for Adminis-
tration, HUD, Dec. 29,1969)

112. Use of Long Term Warranty Agree-
ments.— The Stanford Linear Accelerator Center is
a large scientific laboratory operated by Stanford Uni-
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versity for high energy physics research under a cost-
type contract with the Atomic Energy Commission
(AEC) . The Center’s accelerator necessitated the de-
velopment of new, highly complex klystron tubes.
Under warranty agreements negotiated with two tube
suppliers, the Center paid each contractor fixed
amounts for each hour of tube use, in exchange for
which the contractors agreed to repair or replace tubes
which failed during operation. The hourly rate was
reduced after a tube had operated for a specified num-
ber of hours.

When the warranty agreements were negotiated,
only limited operating data were available as a basis
for estimating the life of the Center’s klystron tubes.
After further operating experience was obtained, it be-
came apparent that tube life was substantially greater
than had been anticipated. Therefore, it appeared that
total payments made by the Center under the war-
ranty agreements would average substantially more for
each tube repaired or replaced than was anticipated
at the time the agreementswere entered into.

Even though only limited operating data were avail-
able at the time the agreements were negotiated, the
Center did not attempt to negotiate agreements con-
taining some means of limiting Government payments,
other than the fixed price for each hour of tube use,
in the event that tube life proved to be substantially
longer than expected. Further, the Center did not
obtain certified cost or pricing data from the contrac-
tors showing the bases for the amounts agreed upon.

Under the terms of the warranty agreements, the
contractors were required to replace failed tubes with
repaired or new tubes within 30 days after their
return. However, one contractor had replaced only
28 o 75 failed tubes. In response to GAO’s proposal,
the Center negotiated an agreement with the delin-
quent contractor to discontinue warranty payments
until the backlog of unreplaced tubes was substantially
reduced.

AEC also agreed that, in future klystron tube pro-
curements, every effort would be made to negotiate
appropriate limitations on total payments if warranty
agreements were decided upon or if such limitations
were appropriate for an alternative method of pro-
curement which might be selected. Both AEC and
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the Center agreed to make every effort to obtain cost
and pricing data for use in evaluating proposed prices.
(Report to the Chairman, AEC, B-168982, Mar. 31,
1970)

113. Direct Procurement of Fixed Equip
merit.-The District of Columbia Government’s
practice of generally procuring fixed equipment to be
installed in newly constructed schoolsthrough construc-
tion contractors has not been in consonance with the
practices of certain other large metropolitan school
systems nor with those of nearby communities. Officials
of these school systems indicated that economy and
ease of installation were factors considered in deter-
mining the items of equipment to be procured directly.

GAO believes that the direct procurement of se-
lected items of fixed equipment from suppliers would
offer an opportunity for savings to the District by
(1) avoidance of the construction contractors’ profit
and overhead involved in their handling of the equip-
ment and (2) the potentially more favorable conditions
of purchase that may be obtained by the District.

District officials informed GAO that they were mak-
ing a study to identify those items of equipment which
could be procured more economically by the use of a
direct contract. (Report to the Commissioner, District
of Columbia Government, B—-118638, Dec. 5, 1969)

114. Use of Government Sources of Supply.—
The National Science Foundation’s contract with an
association of universities for the operation of the
National Radio Astronomy Observatory at Green Bank,
W. Va., requires the contractor to utilize Government
sources of supply in all procurements insofar as is
consistentwith the Government’sinterest. Although the
Observatory purchased many items through the Gen-
eral Services Administration (GSA), it used com-
mercial sources of supply for several procurement
transactions where savings could have been realized
through use of GSA supply sources.

The Director, NSF, advised GAO that NSF would
insure that the Observatory made maximum use of
GSA supply sources and that NSF’s audit office would
be instructed to follow up on this procedure during
its scheduled visits to the Observatory. (Report to
the Director, NSF, Mar. 31, 1970)
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RESEARCH AND DEVELOPMENT

Development of Major Weapon Systems

115. Selected Major Weapon Systems.— GAO
examined the status of selected major weapon systems
because of the large acquisition costs involved and
because of the interest of Congress in the acquisition
of major defense weapon systems.

The Department of Defense (DOD) did not main-
tain a central file on the total number of systems be-
ing acquired or their costs. Data furnished GAO &s of
June 30, 1969, by DOD showed that a total of 131
major programs were in various phases of the acqui-
sition process and that their total costs were estimated
to aggregate about $141 billion. Through June 30,
1969, about $55 billion of this amount had been funded
to the program by DOD.

On the basis of a review of the status of 57 major
weapon systems as of June 30, 1969, GAO concluded
that :

There was considerable cost growth on many cur-
rent development programs and the cost growth was
continuing.

There were significant variances, existing or an-
ticipated, between the performance originally ex-
pected and that currently estimated for a large
number of the systems.

There were slippages, existing or anticipated, in
the originally established program schedules of from
6 months to more than 3 years on many of the
systems.

GAO obtained sufficient detail on only 38 of the
57 systems to permit a comparison of costs estimated
at different points in time. The current cost estimates
through program completion for those 38 systemswere
$62.9 billion or about 50 percent higher than the
original planning estimates of $42 billion. Reasons most
frequently cited for costs growth were inflation, capa-
bility increases, contract cost increases, quantity in-
creases, and poor initial estimates.

GAO concluded that one of the most important
causes for cost growth is related to decisions to com-
mence acquisition of a weapon system before adequate

demonstration that the prescribed prerequisites for
advancing into contract definition phase have been
satisfied. Another significant cause for cost growth can
be traced to the initial documents which define the
system mission requirements and technical perform-
ance specifications, including the estimates of costs to
achieve them.

In February 1968, DOD established the Selected
Acquisition Reporting (SAR) system as a means of
obtaining information on the progress of selected ac-
quisition programs and comparing the progresswith the
planned technical, schedule, and cost performance.
GAO concluded that the system, in concept, repre-
sented a meaningful management tool but that, in
common with most new management systems, it had
certain shortcomings. DOD recognized the need for
improvement and GAO made specific suggestions to
DOD for its consideration in refining the system.

GAO made no recommendations in its report. How-
ever, during the review, it made many suggestions
for the improvement of acquisition management and
DOD took action on the suggestions. A new instruc-
tion on the SAR system, issued in December 1969
and revised in June 1970, significantly improved upon
the data required to be included in the Selected Ac-
quisition Reports and should enhance their useful-
ness. Also, a Defense SystemsAcquisition Review Coun-
cil was established to insure that prerequisites for
each phase of the acquisition cycle are met before
programs progress into subsequent phases. (Report to
the Congress, B-163058, Feb. 6, 1970)

116. NIKE—X Antiballistic Missile. —The NIKE -
X program, which evolved from development of the
NIKE-ZEUS antiballistic missile (ABM) system,
started in 1963. In September 1967 the Secretary of
Defense directed (1) development and deployment
of a SENTINEL (now called SAFEGUARD) version
of NIKE-X and (2) continued development of more
advanced ABM systems. At that time, NIKE program
funding, excluding separately funded Atomic Energy
Commission costs, totaled about $4 billion.
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GAO found cekain management weaknesses which
may continue in the current programs for develop-
ment of the SAFEGUARD and of advanced NIKE-X
capabilities. A basic problem concerned the adequacy
d the Government’s control over the prime contrac-
tor’s technical and administrative management of the
weapon system development program. Specifically,
GAO observed a need for improvement in (1) the
selection of suitable contracting techniques—to bal-
ance contract performance and schedule incentives
and to avoid long term contractual commitments when
the development program involves changing technical
requirements and funding uncertainties, (2) evalua-
tion of proposed development tasks and cost estimates,
and (3) identification of potential program slippages
and cost overruns.

GAO also observed (1) contractual obligations for
facilities and services before reasonably firm require-
ments had been established and (2) records of multi-
million-dollar negotiations between the prime contrac-
tor and major subcontractors that were inadequate for
purposes of audit and review by responsible Govern-
ment officials.

I'n response to GAQ’s observations and suggestions,
the Army stated that actions were planned or had been
taken to (1) require the prime contractor to furnish
more adequate cost data in support of its proposals,
(2) continue its efforts to improve its techniques for
evaluating contractor proposals, (3) revise the prime
contractor’s Program Evaluation and Review Tech-
nique (PERT) procedures so that computerized pro-
grams promptly identify slippages in development and
production activities, and (4) obtain consideration by
the Armed Services Procurement Regulation Commit-
tee that records o the principal elements of negotia-
tions be contractually required and retained for initial
awards of, and revisions to, multi-million-dollar sub-
contracts negotiated under cost-reimbursement-type
contracts.

The Army and the prime contractor generally dis-
agreed with GAQ’s observations and suggestions con-
cerning (1) the use of target costs incentives rather
than expenditure limitations to balance performance
and schedule incentives, (2) the need to examine into
the criteria being used in awarding multiyear develop-
ment subcontracts, and (3) the incurrence of contrac-
tual obligations commensurate with reasonably defined
requirements.

GAO recommended that the Secretary of Defense
(1) monitor the Army’s progress in those areas where
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GAO’s suggestions are being implemented and (2)
consider the need for action to avoid or minimize other
problems described in this report. On March 26, 1970,
the Secretary of Defense advised the Comptroller Gen-
eral that the report had proven to be most valuable
in pointing out potential problem areas and providing
suggestions for improvement in system management.
(Report to the Congress, B—164250, Nov. 28, 1969)

117. Sheridan Tank.—The Sheridan is a tank-
like weapon system intended to be used (1) as the
main reconnaissance item for armor, infantry, and air-
borne operations, (2) as the main assault weapon for
airborne operations, and (3) for combined arms teams
not using the heavier main battle tank.

The Sheridan’s turret contains a 152mm gun-
launcher. The 152mm ammunition would include a
completely combustible cartridge case and primer
which would eliminate handling of expended cartridge
cases—a new weapon concept. The gun-launcher is
also capable of firing the Shillelagh missile. The gun-
launcher, ammunition, and missile, collectively, are
called the Shillelagh weapon subsystem.

GAO reviewed the development and production of
the Sheridan weapon system because there were delays
in making this important Army combat item available
to the operational forces and because over $1 billion
was involved in this program.

GAO also reviewed the M60A1E]1 and M60A1E2
tank systems because of Army plans to apply the Shille-
lagh weapon subsystem to the M60 tank. GAO also
noted that the Shillelagh weapon subsystem was
planned for use in the main battle tank (MBT-70)
program.

The Army has purchased Sheridans, M60AIE1 tank
turrets, and M60A1E2 tanks which would require sub-
stantial modification before they would be fully suit-
able for operational use. Appreciable quantities were
authorized for production despite known development
deficiencies in essential components. As a result, many
of these weapons were put into storage instead of being
added to the combat effectiveness of the Army.

GAO believed this situation occurred because of:

The absence of specific and agreed upon ammu-
nition performance requirements early in the devel-
opment program.

Insufficient testing prior to limited production.

The development of portions of a weapon system
being out of phase with each other.
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Sheridan Tank

The desire to minimize the possibility of program
fund restrictions as a major factor in approving pro-
duction authorizations.

The failure to take timely actions to limit or ter-
minate weapon production where warranted.

Delay in initiating backup development effort for
a deficient weapon system component.

The commitment of unproven weapon concepts
to other systems prior to acceptability in the initial
application.

GAO recommended a series of actions for applica-
tion to current and future development programs to
increase management effectiveness and to deploy ac-
ceptable weapon systems sooner, namely, that :

Sufficient testing be conducted before an item is
released for limited production and that specific
criteria be established as to the degree of testing
necessary before this production can be justified.

Before a weapon system is made a standard item
and approved for full production, final service tests
show conclusively that the overall system is suitable
for troop use.

Timely backup development be conducted in es-
sential portions of a system experiencing continuous
development difficulty to insure availability of the
system for scheduled deployment.

A new weapon concept, which pushes the state
of the art, not be applied to other weapon systems
until it has been fully developed and proven accept-
able for operational use in its initial application.

Existing Army regulations be suitably imple-
mented to insure that performance requirements for
weapon systems and subsystems be specified and
agreed to as early in the development program as
practicable and that these requirements be subject

M60AIE2 Tank

to continual revalidation by the developing, testing,

and using agencies as development proceeds.

The feasibility of all prime portions of a weapon
system be demonstrated prior to committing an over-
all system to the final phases of development which
are to be the basis for production.

The Army concurred in most of these proposals and
stated that major actions or improvements had been
initiated which should reduce deficienciesin future pro-
gram management. However, the Army disagreed with
some of the proposals. Since GAO believed that further
action was needed, it was recommended to the Secre-
tary of Defense that Army regulations be revised or es-
tablished to provide that:

Before a weapon system or subsystem isapproved
for full production, tests should show satisfactorily
that the overall weapon system, including all essen+
tial components, is suitable for operational use.

Before a weapon system or subsystem is approved
for limited production, it should satisfactorily pass a
suitable engineeringtest performed by a responsible
testing agency.

Development of a new weapon concept must be
completed and proven acceptable by suitable tests
for troop use in its initial application before it is com-
mitted to additional weapon systems.

The Army also stated that a major assessment of the
main battle tank (MBT-70) program had been con-
ducted and that the development, testing, and produc-
tion sequence as well as schedules were in general con-
sonance with GAO’s proposals; and that production of
the Shillelagh weapon subsystemwould not be initiated
for inventory for the MBT-70 and M60A1E2 tanks
until these tanks were suitable for troop use.
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Several committees and many Members of the Con-
gress have expressed a strong interest in major weapon
systems and how their development and procurement
could be improved. To enable the Congressto exercise
appropriate legislative controls over the funding o
major defense systems, GAO suggested that the Con-
gress might wish to require that (1) determination be
made by the Secretary of Defense, prior to authorizing
production of a new system or major modification of
an existing system, that all of its significant components
have satisfactorily met all prescribed developmental
tests and (2) in any case where the Secretary of De-
fense considers that authorization of production is es-
sential even though not all developmental tests have
been satisfactorily completed, a certification to that
effect be furnished by the Secretary of Defense to the
appropriate congressional committees—such certifica-
tion to include the reasons for authorizing concurrent
development and production and the status of develop-
ment of each significant component. (Report to the
Congress, B-163058, Nov. 17, 1969)

118. Deep Submergence Rescue Vehicle.—The
deep submergence rescue vehicle (DSRV) is a 35-ton
submersible designed for rescue of personnel from a dis-
abled submarine. When needed, the DSRV would be
transported by aircraft to a seaport near the disaster
and carried to the site by a supporting ship or sub-
marine. The Navy had purchased two DSRVs and was
planning to purchase four additional DSRVs. GAO
examined the cost of, and the estimated effectiveness
to be derived from, the four additional DSRVs the
Navy intended to buy.

The program had significantcost overruns and delays
in development. In 1964 when the program was first
recommended, the Navy estimated that a rescue system
including 12 DSRVs could be developed in 4 years at
a cost of about $36.5 million, including the cost of
operation for 1 year. The Chief of Naval Operations
reduced the recommended number of DSRVs from 12
to 6. However, by 1969 the Navy estimated that a res-
cue system including only 6 DSRVs would require 10
years to develop (1964 to 1974) and would cost about
$463 million. At the time of GAQO’s review, $125 mil-
lion had already been allocated to the program, $31
million had been requested for fiscal year 1970, and
$307 million was estimated to be needed in fiscal years
1971to 1974.

The Navy originally had envisioned cost reductions,
when the DSRV system became operational, through
the phasing out of an existing rescue system. The Navy
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does not now plan to phase out the existing system
and the anticipated cost reductions will not be
realized.

Navy officials estimated that about $200 million, of
the $307 million estimated to be needed for the pro-
gram in fiscal years 1971 to 1974, applies to the four
additional DSRVs. Annual operating cost, after fiscal
year 1974, for the four is estimated at over $17 million.

GAOQ’s findings indicated that submarine disasters
where rescue is possible are rare —there have been only
two such disasterssince 1928. Since two DSRVs appar-
ently would provide sufficient rescue capability for any
one disaster, the four additional DSRVs would only
provide backup capability. In most cases the backup
probably could be provided by other systems currently
in use or being developed by the Navy.

GAO proposed that the Secretary of Defense evalu-
ate the cost of purchasing and operating the four addi-
tional DSRVs in the light of their estimated usefulness.
It was suggested that a prompt decision would be valu-
able since a determination that the additional DSRVs
were not needed would halt further expenditures. GAO
was advised that the Chief of Naval Operations had
directed, on April 29, 1969, that a study be undertaken
on a priority basis and that construction of the four
additional DSRVs would not be undertaken until and
unless their usefulness had been shown to justify the
cost.

The Navy began it3 study in December 1969—8
months after it had been directed. Because cf the delay,
GAO recommended that the Secretary of Defense take
steps to insure that the Navy conducts a meaningful
study promptly to provide a suitable comparison of the
probable usefulness of the four additional DSRVs in
relation to their cost. On April 22, 1970, the Navy ad-
vised GAO that its policy was that no additional
DSRVs would be procured until and unless their use-
fulness has been shown to justify their cost. (Report to
the Congress, B-167325, Feb. 20,1970)

Research and Development—General

119. Contractors’ Independent Research and
Development Costs Borne by the Government.—
Independent research and development (IR&D) is
that part of a contractor’s total research and develop-
ment program which is not conducted under a direct
contract or grant but is undertaken at the discretion
of the contractor. In certain casesa general agreement
is negotiated with the Government establishing a dol-



lar ceiling on the cost of IR&D which the Govern-
ment will accept. Under policies of the Department of
Defense (DOD) and of the National Aeronautics and
Space Administration (NASA), the IR&D need not
be related to current or prospective Government pro-
curement. Under the policy of the Atomic Energy Com-
mission (AEC),the IR&D cost is allowed only to the
extent that it benefits the contract work. During 1968,
major Government contractors spent about $1.39 bil-
lion for IR&D, bid and proposal, and other technical
effort. The Government paid for more than half of
this amount—almost entirely under DOD and NASA
contracts.

GAO made a review at nine plant locations of seven
contractors and at several Government agencies and
identified a number of significant problem areas in
the Government’s participation in IR&D programs.
Many of the problems had been recognized for years
but had not been resolved. GAO submitted a draft of
its findings to the various agencies and contractors for
review and comment and suggested that:

An interagency study be made to establish a
Government-wide policy on participation in contrac-
tors’ IR&D costs.

Consideration be given to establishing a more
systematic method of disseminating to Government
personnel information on proposed projects con-
tained in contractors’ IR&D programs to avoid un-
necessary duplication of effort.

A study be made to determine whether the Gov-
ernment should receive royalty-free license rights
to inventions arising from IR&D.

Uniform procedures be devised by DOD for ad-
ministering IR&D costs.

In general, the agencies concurred, but opposition
was expressed by the Council of Defense and Space In-
dustry Associations.

Subsequent to GAO’s study, legislation was enacted
placing a limitation in the fiscal year 1970 Defense
Procurement Authorization Act on the amount of
IR&D, bid and proposal, and other technical effort
costs to be allowed under negotiated Government
contracts.

Both the Senate and House Committees on Armed
Services planned hearings on the subject & IR&D and
related costs. In conjunction with the hearings, GAO
made the following suggestionsfor consideration of the
Congress.

Because no clear distinction can be made between

IR&D and other independent technical efforts, any
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agreed ceilings on IR&D can be avoided through

description of an IR&D project under a different

terminology. Therefore, all independent technical
efforts of contractors should be considered as a single
entity.

Unlike the AEC and NASA, DOD has separate
appropriations for procurement and for research
and development activities and DOD’s share of con-
tractors’ IR&D costs generally is absorbed by the
procurement appropriation without identification
as IR&D. If the Congress authorizes continuation
of the present practice of allowing the inclusion of
IR&D as an acceptable cost element in negotiated
contracts, DOD should be directed to break out and
identify separately in its appropriation requests the
amount estimated as required for this purpose.

The policies followed by DOD and NASA on
acceptability of IR&D costs differ from those of AEC
which allows such costs as an element of overhead
only to the extent that they provide a direct or in-
direct benefit to the contract work. A policy should
be established by the Congress stating the extent
to which, and under what circumstances, Govern-
ment agencies should participate in the contractors’
independent technical efforts.

GAO also identified several issues and alternatives
which warranted consideration in determining the
Government-wide policy, as follows:

Whether or not the present practice of allowing
IR&D as an acceptable overhead cost in negotiated
contracts should be replaced by a system of:

(1) Extending the use of direct research and
development contracts to include those IR&D
projects which the agency wishes to support fully
or on a cost-sharing basis and thereby providing
greater assurance that the desired work will be
performed and that the Government will be en-
titled to information and royalty-free rights to any
inventions arising therefrom.

(2) Authorizing an allowance for a stipulated
percentage of the remainder of the contractor’s
total IR&D effort, irrespective of the source of
the funding, either as a profit factor or through
acceptance as a recognized overhead cost, as an
incentive to contractors to continue technical ef-
forts beyond those directly contracted with the
Government.

Whether or not allowances to contractors for
IR&D should be limited to projects that have a di-
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rect and apparent relationship to a specific function
of anagency.

Whether or not, if IR&D allowances by DOD and
NASA are continued on the present basis and are not
related directly to current or prospective Govern-
ment procurement, financial support should be pro-
vided to companies with similar capabilities, which
do not hold Government contracts, as a means of
supporting and strengthening industrial technology.

These suggestions were considered in hearings held
in February and March 1970 before the Senate and
House Committees on Armed Services. (Reportto the
Congress, B-164912, Feb. 16,1970)

120. Construction of Research Facilities. — The
Air Force constructed two research and development
facilities—the Celestial Guidance Laboratory and the
Laser Research Facility —for which it used funds ap-
propriated for research, development, test, and evalua-
tion purposes (RDT&E) rather than funds appropri-
ated specifically for construction. The expenditures
from the RDT&E appropriations for these facilities
amounted to $861,700. GAO sought to ascertain
whether the Air Force had statutory authority to fund
the construction from its RDT&E appropriations.

Under sections of the United States Code (10U.S.C.
2353 and 10 U.S.C. 2674), RDT&E appropriations
may be used for construction of certain contractor-
operated research facilitiesand construction of projects
costing $25,000 or less. Since the facilities in question
were Government-operated, as well as Government-
owned, and their individual cost exceeded the $25,000
limit, question arose as to whether the construction
lay within the purview of 41 U.S.C. 12. This section
of the code prohibits contracting for erection, repair,
or furnishing of any public building or improvement
that will bind the Government to pay a larger sum
o money than the amount in the Treasury appro-
priated for the specific purpose. GAO believed that the
two facilities constituted the erection of public build-
ings or improvements within the meaning of this sec-
tion of the code and concluded that :

The buildings could not properly have been
funded by RDT&E funds because those funds were
not appropriated by the Congress specifically for
construction purposes.

The Air Force did not have statutory authority to
fund from RDT&E appropriations construction proj-
ects, of the type discussed in this report, in amounts
over $25,000.
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GAO recommended that the Secretary of Defense
take steps to insure that the Air Force construe and
apply its criteria for using RDT&E funds, to finance
the construction of facilities for research and develop-
ment projects, in a manner consistent with decisions
of the Comptroller General.

The Air Force took steps to review, at headquarters
level, all proposed research and development construc-
tion projects costing in excess of $25,000 in order to
control more closely the use of RDT&E funds. (Report
to the Congress, B—165289, Feb. 4, 1970)

121. Management of Primate Research Cen-
ters.— The National Institutes of Health (NIH),De-
partment of Health, Education, and Welfare (HEW),
has established seven primate research centers, each
hosted by a major university, which conduct a program
of research on apes, monkeys, and other nonhuman pri-
mates that would be relevant to problems of human
health. NIH had awarded grants for construction and
operation of these centers totaling about $64 million
through June 30, 1968. GAO’s review at four of the
primate research centers, which had received NIH
grant funds totaling about $38 million, indicated that
NIH had discharged its administrative responsibilities
in a generally satisfactory manner but that certain con-
ditions required management’s attention to more effec-
tively attain program objectives.

At one center the planned research activities were
reduced in scope because, due to lack of funds, cer-
tain needed facilities had not been constructed. Only
11 of the 300 acres of land acquired with $465,000
of Federal funds were being used for primate re-
search purposes.

At another center a colony of great apes valued
at about $325,000 was not being fully utilized.

An important activity, the visiting scientist pro-
gram, was not being actively pursued, and at one
center 33 of the 46 individuals paid under the pro-
gram did not meet the criteria established by NIH.

Also, management of the centers could be
strengthened by (1) establishing procedures for re-
porting and disseminating information on certain
technical innovations developed at the centers, (2)
scheduling periodic audits of primate research center
activities, (3) insuring that operating funds are not
used to finance construction projects, since such use
might result in the circumvention of the statutory
matching-fund requirement to which construction
funds are subject, and (4) negotiating an appropri-
ate indirect cost rate with a grantee university.



After GAO advised NIH of the apparent need to
clarify concepts and objectives of the visiting scientist
program, N IH issued guidelines which should help im-
prove administration of the program. Also, HEW
agreed to take actions to implement other GAO recom-
mendations for improving the administration of the
primate research center program. (Reportto the Con-
gress, B—164031, Dec. 5, 1969)

122. Control Over Development of Facilities.——
At the request of the Joint Committee on Atomic
Energy, GAO examined the manner in which the
design and construction of the Janus reactor complex
was managed by the Atomic Energy Commission
(AEC) and by AEC’s Argonne National Laboratory.

A number of problems and substantial delays were
encountered during development of the complex and,
ultimately, operations were discontinued so that neces-
sary modifications could be made. GAO’s review
showed that a number of factors contributed to the
delays, cost increases, and other problems associated
with the development of the complex.

GAO proposed that, prior to initiating develop-
mental projects involving the construction of costly
new facilities with operating funds, Argonne develop
and provide AEC with (1) a proposed schedule for
completing the major steps involved in project devel-
opment, such as detailed design, construction, and
preparation of safety reports, (2) a description of the
organization to be used in managing the project, in-
cluding the scientific disciplines to be involved, and
(3) the effects anticipated, from other work, on the
laboratory’s ability to keep the project on schedule.
GAO proposed also that Argonne revise its internal ac-
counting practices to better identify the total costs of
future projects of this type.

In addition, GAO proposed that, to provide greater
control over the development of reactor projects for
AEC divisions that do not have expertise in reactor
development, AEC establish as a formal requirement
that project coordinators be appointed from the Divi-
sion of Reactor Development and Technology with re-
sponsibility for supervising project development.

AEC and Argonne agreed to accept these proposals.
(Report to the chairman, Joint Committee on Atomic
Energy, R-165117, Feb. 18, 1970)

123. Selection of Research Experiments.—In a
review of selected aspects of the management of the
high energy physics research program of the Atomic
Energy Commission (AEC), GAO noted additional
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methods available for AEC program personnel to in-
dependently review and evaluate procedures used by
the AEC-owned, contractor-operated accelerator lab-
oratories in selecting experiments to be conducted.

Each of the accelerator laboratories included in this
review had established program committees for the
purpose of selecting those experiments to be conducted
on its accelerator. These committees were composed of
individuals representing accelerator users from AEC
laboratories as well as from universities. Thus, the pro-
gram committees, acting as bodies of specialists in the
field of high energy physics research, substantially in-
fluenced the selection of, and emphasis placed on, the
type of experiments conducted.

It appeared that the existing program committee
system should provide for an effectivemethod of select-
ing the most appropriate experiments to be performed
at each accelerator from those proposed and that the
broad spectrum of accelerator users represented on the
committees should provide reasonable assurance
against unnecessary duplication of research activities.
AEC was not represented on these committees, how-
ever, and AEC officials generally did not attend com-
mittee meetings, even as observers. AEC, instead, used
certain indirect monitoring procedures to maintain cog-
nizance over the committees’ actions.

In response to GAO’s proposal, AEC agreed to at-
tend as many program committee meetings as neces-
sary to directly observe the procedures in use and
to independently evaluate their effectiveness. (Report
to the Chairman, AEC, B-159687, May 13, 1970)

124. Control Over Development of Data Anal-
ySis Systems.—In the review of selected aspects of
the management of the high energy physics research
program of the Atomic Energy Commission (AEC),
GAO observed a need for greater control over the
development of automated systems for analyzing
experimental data.

The data analysis function associated with certain
types of experiments at the AEC-owned, contractor-
operated, high energy physics accelerator laboratories
requires extensive facilities for scanning and measuring
thousands and sometimes millions of photographs a
year at each laboratory. This situation resulted in a
strong motivation to automate the data analysis func-
tion, and the laboratories incurred substantial costs in
developing various types of semiautomatic data analy-
sis systems to accomplish this purpose.

According to AEC, each laboratory compared pro-
posed devices and data analysis methods with those in
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existence, and AEC and the laboratories evaluated the
advantages and disadvantages of proposed systems and
system modifications before initiating costly develop-
ment work on specific devices. AEC stated, however,
that the laboratories generally did not document the
comparisons and that AEC’s review and approval of
the development of proposed systems largely had been
informal and undocumented.

AEC also pointed out that substantial gains in data
analysis capability had occurred and that significant
economies had been achieved due to the develop-
ment of semiautomatic systems to replace manual sys-
tems. In view of the substantial capability now in
existence, however, GAO believes that the incremental
benefits resulting from improving present capabilities
are not likely to be as dramatic as those that have oc-
curred in the past and that every effort should be
made by AEC to insure that the potential benefits of
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any new development efforts warrant the incurrence
of the costs involved.

GAO proposed that, when it is recognized that the
development of a new or modified data analysis sys-
tem will result in the incurrence of substantial costs,
the laboratories be required to develop an analysis
comparing the proposed system with those in existence,
including comparisons of costs, speed, and accuracy,
and that AEC review and approve the analysis made
by the laboratory to insure that the benefits of the
proposed system justify its estimated costs.

AEC believed that its review and evaluation process
for data analysis system development had been satis-
factory in the past. However, in view of the substan-
tial data analysis capability now in existence, AEC
agreed to accept GAO’s proposals concerning future
evaluation and approval of data analysis systems.
(Report to the Chairman, AEC, B-159687, May 13,
1970)
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INTERNAL MANAGEMENT PRACTICES AND RELATED CONTROLS

Accounting and Fiscal Matters

125. Disclosure of Full Amount of Expenses.—
The financial statements of the Commodity Credit
Corporation (CCC) for fiscal year 1969 did not dis-
close that about $21 million appropriated to the
Agricultural Stabilization and Conservation Service
(ASCS) for administrative expenses had been used
to finance CCC’soperating expenses.

Substantially all of CCC’s operating expenses are
paid, as authorized by law, from an ASCS consolidated
fund account from which operating expenses of both
CCC and ASCS activities are paid. The consolidated
account is funded by an ASCS appropriation and by
a transfer of CCC corporate funds, up to a statutory
limitation. The ASCS Budget Division estimates, on
the basis of workload statistics, the amount of operating
expenses applicable to CCC and ASCS activities.

Before CCC finalized its financial report for fiscal
year 1969, the ASCS Budget Division apprised CCC
that, in fiscal year 1969, in addition to the funds trans-
ferred by CCC for operating expenses, $21 million had
been expended in carrying out CCC activities. This
additional expense was not disclosed in CCC’s financial
statements for the fiscal year.

In view of this omission, GAO recommended that
procedures be prescribed to provide that CCC’s ac-
counting records and financial statements disclose the
full amount of expenses applicable to its programs.
CCC advised GAO that the recommendation would
be adopted. (Report to the Deputy Vice President,
CCC, Nov. 25,1969)

126. Inclusion of Certain Costs In Reimburs-
able Costs of Water Resources Projects. —It is the
policy of the Corps of Engineers (Civil Functions),
Department of the Army, not to include for financial
statement purposes, or for the purpose of determining
repayment requirements of the Federal Columbia
River Power System, those costs for general investiga-
tion and development o power projects which were
incurred prior to the time of congressional authoriza-
tion for the Corps to construct the projects. Through
fiscal year 1969, this policy has resulted in the exclu-
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sion of costs totaling over $2.1 million. GAO recom-
mended that such costs be recorded as project costs
and that the portion allocable to reimbursable pro-
grams be recovered from power revenues. (Report to
the Chief of Engineers, Department of the Army,
Dec. 16,1969)

127. Accounting Systems Improvements —
GAOrecommended to the Secretary of Commerce that
the National Bureau of Standards be required to re-
view its methods of allocating overhead costs to divi-
sions and projects and make revisions to correct
methods which are inequitable or inconsistent.
Specifically, GAO recommended that the Bureau (1)
continue to periodically review Bureau overhead costs
to remove those costs which do not primarily benefit
all Bureau divisions or projects, (2) clarify procedures
to insure that administrative labor costs will be dis-
tributed on a uniform basis, (3) review determinations
of useful life of research equipment periodically and
revise them when necessary, and (4) allocate deprecia-
tion expenses to projects of the divisions located at
Boulder, Cdo., on a more equitable basis.

The Director of the Bureau disagreed that there was
a need for improving the accounting system in the man-
ner recommended. GAO’s recommendations were
made after consideration of the Director’s comments.
(Report to the Congress, B—-115378, June 18,1970)

128. Advance of Fundsto General Agents.—In
1967 GAO reported that the Maritime Administration,
Department of Commerce, had advanced excessive
amounts of cash to its general agents—private steam-
ship companies that operate vessels under agreements
with Maritime—for the operation of Government-
owned vessels. During a followup review, GAO found
that although these cash balances had been reduced
significantly further reductions were possible. For ex-
ample, contrary to Martime’s procedures, the 10
Pacific coast agents maintained in addition to antici-
pated cash needs a balance of $50,000 each to accom-
modate unforeseen cash requirements.

Although generally disagreeing with GAO’s recom-
mendations that more adequate surveillance be main-
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tained over cash advances, the Acting Maritime
Administrator informed GAO in July 1969 that the
practice of allowing Pacific coast agents to maintain a
cash balance of $50,000 for contingencies was discon-
tinued in March 1969. GAO was advised in March
1970 that tighter control procedures, which had been
formulated in February 1969 and which required that
cash in the hands of the agents not exceed one week’s
requirement, were now being adhered to. (Report to
the Congress, B—118779, Feb. 24, 1970)

129. Administration of Imprest Funds.—Nine
imprest funds maintained by the Environmental Sci-
ence Services Administration (ESSA), Department of
Commerce, contained at least $247,000 more than was
needed. An opportunity existed for consolidatingfunds
at locations where more than one imprest fund was
being maintained. Also required procedures were not
always followed and funds were not always properly
safeguarded.

ESSA officials stated that they generally agreed with
GAO’s findings and that its recommendations would
be considered and appropriate corrective action would
be taken. (Report to the Secretary of Commerce, B—-
169349, Apr. 28,1970)

130. Restrictions on Use of Appropriated
Funds. — Application of about $133,000 of certain
funds by the Maritime Administration, Department of
Commerce, toward the construction of a library at the
U.S. Merchant Marine Academy was, in GAO’s opin-
ion, improper because the funds had been made avail-
able for equipping and furnishing the library. The
United States Code (31 U.S.C. 628) requires that
funds be expended solely for the objects for which ap-
propriated, and the Anti-Deficiency Act provides that
obligationsare not to be created under any appropria-
tion in excess of the amount available therein.

Also, use of $59,000 of maritime training appropria-
tion funds to air-condition the library was in violation
of 41 U.S.C. 12which requires that funds for the erec-
tion, repair, furnishing, or improvement of a public
building be specifically appropriated for those purposes.

Charges to the equipment and furnishings appro-
priation should have been limited either to the items
listed in the budget submission or to itemsclearly identi-
fiable as equipment and furnishings. The items charged
to the equipment and furnishings appropriation under
the construction contract, with minor exceptions,
clearly lacked the characteristics of equipment and
furnishings.
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The Secretary of Commerce stated that GAO’s in-
terpretation had been called to the attention of appro-
priate Maritime officials and would serve as a guide in
future situations. Also, the attention of such officials
was directed to the requirements of the applicable laws.
(Report to the Secretary of Commerce, B-118779,
Nov. 14, 1969)

131. Accounting Methods Used in Establishing
Fees for Reimbursable Services. — The fees charged
by the Food and Drug Administration (FDA), De-
partment of Health, Education, and Welfare (HEW),
for testing certain drugs and pesticides and perform-
ing other related reimbursable services for manufac-
turers had not been sufficient to recover full costs.
FDA is required to charge fees sufficient to cover all
costs incurred in providing these services. The fees
had not been sufficient because FDA did not use
reliable and sound methods for determining the costs
applicable to these services and, & a matter of policy,
excluded certain administrative costs.

Following GAQ’s discussions with agency officials,
FDA revised its policy to provide for full cost recovery.
Also, FDA increased its fees applicable to its major
testing and certification program, resulting in in-
creased income of about $1.1 million a year starting in
fiscal year 1969. Some cost allocations, however, con-
tinued to be made on the basis of unsupported
estimates.

In response to GAQO’s recommendation that early
attention be given to establishing an adequate basis
for allocating costs, HEW advised GAO that it be-
lieved the new accounting system being developed by
FDA would provide adequate support for fees charged.
GAO also recommended that FDA complete its studies
of the fee structure of the other testing and related
programs and, if necessary, adjust the fees that were
being charged. In June 1970, these studies were still
in process. (Report to the Congress, B-164031,
Dec. 12,1969)

132. Financial Management Activities.—The
financial management system of the Trust Territory
of the Pacific Islands (Micronesia), Department of
the Interior, is so weak that neither top management
officials nor the Congress can trust it to provide essen-
tial and reliable information for management’s use in
attaining efficient and economical operations and to
satisfactorily report on the custody and use of resources.

Deficiencies existed in the accounting for cash, ac-
counts receivable, and inventories and in the report-



ing on operating and financial results—caused, in part,
by weaknesses in internal control functions concerned
with organization, procedures, personnel and super-
vision, and internal audits. There is a need for
improvement in surveillance techniques at the depart-
mental level to assure correction of these weaknesses
in an orderly and timely manner.

GAO was advised that several corrective actions
had been taken and others were being taken to obtain
adequate controls over assets and to correct the other
noted deficiencies. Also, a financial consulting firm
was hired to design and install an accounting system
for the Trust Territory. Although the Department
disagreed that improved surveillance at the depart-
mental level was needed, GAO continues to believe
that it is. (Report to the Congress, B-114888, June 26,
1970)

133. Accounting Policies and Practices.—Fed-
eral Prison Industries, Inc. (FPI), Department of
Justice, (1) allotted funds to prison institutions for
vocational training of prisoners in excess of Bureau
d the Budget (BOB) quarterly apportionments for
three of the four quarters of fiscal year 1969 and for
the entire fiscal year and (2) expended administrative
funds in excess of the BOB apportionment for the
first quarter of fiscal year 1969. The FPI manual did
not provide appropriate internal and accounting con-
trols over allotments and apportionments d funds.

FPT’s manual also needed to provide for uniform
accounting for field study contracts; consistent ac-
counting treatment of alterations, replacements, and
other changes to buildings; similar depreciation rates
for similar assets; and central office review and ap-
proval of the explanation of inventory discrepancies
reported by field officials.

GAO recommended that appropriate revisions be
made in the FPI manual. (Report to the Commis-
sioner of Industries, B-114826, Apr. 13, 1970)

134. Cost Ascertainment Report.—In view of
the concern expressed by Members of the Congress
regarding the usefulness of the Post Office Depart-
ment’s cost ascertainment report in assisting them to
evaluate the Department’s postal rate structure, GAO
suggested changes for simplifying and improving the
report format and presentation of the data to increase
its usefulness to the Congress and to the Department.
The changes recommended included the elimination
of unnecessary detail and repetition and the correc-
tion of certain inconsistencies.
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The Department revised its format incorporating
most of the changes GAO suggested and used it in its
report for fiscal year 1969. (Repo:t to the Postmaster
General, B—114874, Dec. 31, 1969)

135. Accounting System Deficiencies— A re-
view of aspects of the financial management system of
the U.S. Coast Guard, Department of Transportation,
revealed a number of areas in need of improvement.
GAO reported that the Coast Guard would benefit
from a financial management system that would pro-
vide for the use of internal cost-based budgets, based
on and used in conjunction with an accounting system
that would develop and report cost data consistent
with internal budgetary classifications. Also, there was
a need to improve cost accounting to provide better
financial information for management through more
accurate matching of the cost of resources used with
the time periods in which they were used.

The Coast Guard had not established monetary con-
trol over nonexpendable property, its fund accounting
structure and practices resulted in an overly complex
method of allotting funds, its reports did not reflect
the cost of leave for military and civilian personnel,
and the liability for leave for military personnel was
not recorded.

In response to GAO’s recommendations, the Com-
mandant of the Coast Guard established a fiscal year
1971 target date for implementing an internal cost-
based operating budget system and for adoption of
improvements and refinements in the cost accounting
system and cost classifications. Actions taken by the
Coast Guard are in general agreement with the recom-
mendations and, if effectively implemented, should
result in an improved budgeting, accounting, and re-
porting system. (Report to the Secretary of Transpor-
tation, B-115336, Dec. 23, 1969)

136. Financial Management Improvements—
Improvements in the accounting and reporting poli-
cies and procedures of the Bureau of the Mint, Depart-
ment of the Treasury, were needed to provide more
meaningful and reliable information for use in man-
aging the operations of the Bureau and the resources
entrusted to it.

The Bureau did not include all relevant data in its
accounting records acd financial reports nor did it al-
locate certain costs to appropriate program activities.
Consequently, the Bureau’s reports did not show rea-
sonably accurate and complete costs of the perform-
ance of assigned functions. For example, the Bureau
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reported that its domestic coinage activity for fiscal
year 1967 cost about $11.9 million whereas GAO be-
lieves that a more realistic cost was about $137.2 mil-
lion. Omitted costs included costs financed from the
Coinage Metal Fund, depreciation, and costs of pro-
tection and executive direction.

Also, the Bureau needed to review its entire data
processing requirements, including the feasibility of
establishing a centralized accounting system which
would utilize a modern automatic data processing
(ADP) system rather than a piecemeal approach to
data processing. Since establishment of a modem ADP
system requires considerable time, GAO recommended
that, in the interim, the Bureau actively implement its
plan for processing accounting records on electronic
accounting machines (EAM). The more significant
accounting records were not being processed by EAM
and many records were being processed both manually
and by EAM.

In addition, there was a need to revise the method
of financing Bureau operations to enable the Congress
to strengthen its control over Bureau activities, permit
greater flexibility in planning coin manufacturing, and
simplify financing procedures.

GAO was informed that:

The Bureau intended to proceed with desirable
improvements in its accounting and reporting sys-
tem but that certain changes would require approval
by the Bureau of the Budget since the changes would
affect the budget presentation.

The Bureau would eliminate, insofar as practica-
ble, the manual records which duplicate the records
processed on EAM equipment. Also, the Bureau
would implement GAOs recommendation regard-
ing a centralized system for processing accounting
and management records on ADP equipment when
the Bureau was able to employ sufficient qualified
personnel.

The Department recognized the need for im-
proved financing of the Bureau’s operations, but the
Assistant Secretary believed the Department should
defer submitting any legislative proposals on this
matter until (1) the new Director of the Mint had
an opportunity to review the entire Bureau opera-
tions and (2j several proposed changes in the coin-
age laws and other laws affecting the Bureau’s
operations were enacted.

(Report to the Congress, B-114877, Jan. 16, 1970)

137. Time Discounts Lost.—A review of selected
payment vouchers showed that the District of Colum-
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bia Government had not paid all vouchers on which
discounts were offered within the discount period, had
not taken the discount on some vouchers paid within
the discount period, and had not recorded the appli-
cable discount terms on all vouchers.

GAO concluded that some discounts were lost
because of improper supervision and review, particu-
larly where the voucher was paid within the discount
period and the discount was not taken and where the
discount terms were not recorded on the vouchers.
Only one of the four larger District departments had
special procedures for identifying and expediting the
processing of vouchers which offered time discounts.

In a letter to the subcommittee chairman regarding
GAOs report, the Acting Commissioner stated that
a directive was being prepared which would require
all District departments and agencies to update their
current procedures for processing payment vouchers
and alert them to the necessity of handling such
vouchers expeditiously. He stated also that the Dis-
trict’s Office of Municipal Audits had been instructed
to investigate the entire matter and to recommend any
necessary corrective action. (Report to the chairman,
Special Studies Subcommittee, House Committee on
Government Operations, B—169144, May 1, 1970)

138. Augmentation of Appropriated Funds.—
The National Science Foundation (NSF) followed the
policy of crediting to appropriated funds for further
use in its grant programs certain income generated
under grant-financed activities and remitted to it by
grantee universities as a return of unused grant funds.
This policy was applied, in particular, to the disposition
of proceeds from the sale of instructional materials de-
veloped for the improvement of science courses in sec-
ondary schools.

The United States Code (31 U.S.C. 484) provides
that the gross amount of all moneys received from
whatever source for use of the United States must
be deposited into the Treasury without abatement or
deduction of any kind. Although an agency may, by
specific legislation, be granted authority to use receipts,
NSF had not been granted such authority with respect
to the funds here involved. GAO therefore advised
NSF that it was augmenting its appropriation without
specific authority.

NSF subsequently stated that it had discontinued the
practice of crediting grant-generated income to its ap-
propriation and that its policy would be changed to
preclude the improper augmentation of appropriated



funds. (Report to the Director, NSF, B-154996,
Nov. 5,1969)

139. Claims Collection Procedures.—GAO’s re-
view of the collection of overpayments of retirement
and unemployment insurance benefits by the Railroad
Retirement Board showed that collection efforts were
frequently continued over a long period of time. In
some instances the cost of collection efforts appeared to
exceed the amount df the debt. Also, there was a need
for more adequate documentation of the bases for de-
cisions to terminate collection efforts. Board officials
agreed to revise the procedures to limit collection ef-
forts on small debts and to appropriately document
case files. (Report to the Chairman, RRB, B-117604,
June 4, 1970)

140. Medical Care Cost Accounting System Im-
provements.—GAO found that the Veterans Ad-
ministration (VA) medical care cost accounting
system could be revised to make more useful cost data
available on the various medical activities conducted
by VA hospitals and other medical facilities. The sys-
tem did not provide management with adequate data
to serve as a basis for, (1) making meaningful com-
parisons of the average cost per patient day (per diem
cost) of one VA hospital with the per diem cost of
other VA hospitals, (2) comparing the per diem cost
of a VA hospital with its past performance, and (3)
allocating medical care funds to hospitals and meeting
planning-programming-budgeting requirements.

GAO noted a need for revisions in the major pro-
gram cost accounting categories and in procedures
for distributing hospital operating costs to medical pro-
grams. A need for identification of costs with respon-
sible managers was also noted.

Accordingly, GAO suggested that VA revise its cost
accounting system to provide for an increase in the
number of program categories to disclose the costs of
all major endeavors, specifically the separate costing of
medical care for the three major patient types—sur-
gical, medical, and psychiatric—and for research and
training. GAO suggested also that improvements be
made in the procedures followed in determining the
costs of medical care programs, specifically, (1) to
charge costs directly to benefiting medical programs to
the fullest extent practicable and (2) to identify budg-
eted and actual costs not only by designated cost cen-
ters but also by subordinate activitiesand services.

At the time of GAO's review, VA was planning to
revise certain aspects of the medical care cost account-
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ing system. In implementing these plans, VA gave care-
ful consideration to GAQ’s suggestions and made a
number o significant changes to improve the system.
(Report to the Congress, B-61930, Aug. 5, 1969)

141. Charges for Military Pilot Training Serv-
ices Sold to Foreign Country.—The Foreign Assist-
ance Act of 1961, as amended, requires that, when-
ever military training services are sold to foreign
countries, the Department of Defense charge not less
than the value thereof in U.S. dollars.

GAO found that the prices (about $62 million) es-
tablished by the Air Force to recover the cost of the
pilot training provided to the Federal Republic of
Germany for F-104G aircraft through December 1966
did not include all direct and indirect costs incurred
by the Air Force to provide that training. The Air
Force excluded the costs of military pay and allow-
ances, utilities, building maintenance, and facility mod-
ification. These costs amounted to about $6 million.

The Air Force also (1) excluded the rental charges
on US.-owned aircraft and equipment used for the
training and (2) failed to collect for Government-fur-
nished housing supplied to the foreign students.

In line with GAO’s recommendations, the Depart-
ment of Defense conducted a study of pricing of foreign
military sales involving training. As a result DOD in-
structions on policy and criteria for pricing sales of
training were revised. However, the Department dis-
agreed with GAO’s recommendation that retroactive
charges should be attempted for those costs omitted
in the past, except for housing costs. (Report to the
Congress, B-167363, Nov. 19, 1969)

142. Progress Toward Development of an Ade-
quate Accounting System in the Peace Corps—
GAO reported in August 1969 on the progress being
made in the development of an accounting system by
the Peace Corps to replace the existing inadequate sys-
tem which failed to conform, in material respects, to
the principles, standards, and related requirements of
the Comptroller General.

The Peace Corps first recognized the need for an
improved accounting system early in fiscal year 1966.
In April 1966, a limited professional accounting serv-
ice contract was entered into, under which an account-
ing manual, mainly describing the existing system, was
prepared. Upon reviewing the manual in April 1967,
GAO concluded that further major efforts would be
needed to develop an adequate system.
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Progress since that time has been impeded by the
inability of the Peace Corps to recruit an accounting
systems staff. As a result, the same public accounting
fum was engaged in June 1968 to design and install
an improved accounting system that would conform
to the Comptroller General’s requirements.

GAO reported a number of specific accounting sys-
tem and management control inadequacies and prob-
lem areas which it identified as needing attention in
connection with the present system development ef-
forts. These included allotment and obligationaccount-
ing, accrual accounting, accounting for costs, property
accounting, accounting for volunteer readjustment
allowances, financial reports, and internal manage-
ment controls.

GAO recommended that the Peace Corps manage-
ment:

Strongly support the current contractual effort.

Provide adequate resources to maintain the im-
proved system and review it in operation under an
adequate internal audit program to insure that it
would operate effectively as a tool of management.

The Peace Corps concurred, in most respects, with
GAO’s observations and conclusions. GAO plans to
continue to consult with the Peace Corps and its con-
tractor concerning the agency’s accounting system de-
velopment and financial management improvement
efforts. (Report to the Director, Peace Corps, B-
165743, Aug. 15,1969)

143. Financing and Accounting Policies.—Dur-
ing fiscal year 1969 the contingent liabilities reported
by the Export-Import Bank of the United States as
loan maturities sold subject to contingent repurchase
commitments included participations of $299 million
in specific loans in support of which the Bank issued
to the purchaser instruments called “certificates of
beneficial interest.” GAO believes these instruments
should be considered as borrowing or financing trans-
actions rather than sales of assets because:

The buyer of a certificate does not actually take
possession of the loan instrument executed by the
original borrower.

The buyer is not free to dispose o the instrument
without restrictions.

The treatment of certificates of beneficial interest
by the Bank on its financial statements and the Bureau
of the Budget in the preparation of the annual na-
tional budget is unresolved. The Bank is exploring new
ways of handling its loan assets which it hopes will
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satisfy GAQ’s opinion of what constitutes a sale rather
than a borrowing.

GAO noted that the Bank‘s agreement with the For-
eign Credit Insurance Association, pursuant to which
the Association offers comprehensive and political risk
export insurance to U.S. exporters, did not insure an
equitable distribution of program earnings or losses to
the Bank. Generally, the Association now receives 80
percent of premium income, net of commissions, and
assumes 55 percent d the expenses. From inception of
the program through June 30,1969, the Bank suffered
a cumulative loss of about $2.4 million and the Associa-
tion realized a cumulative gain of about $60,000. GAO
recommended that the Bank evaluate the provisions of
the agreement to provide for an equitable distribution
of earnings to the Bank from its insurance program.
The Bank is studying its agreement with the Associa-
tion with the goal df obtaining a more meaningful dis-
tribution of incomeand expenses.

During GAQ’s audit of the Bank for fiscal year 1968,
it was recommended that the Bank seek methods to re-
fine and improve upon the monitoring o the discount
loan program to determine the program’s impact on
financing exports. At that time the Bank stated that it
was impractical to attempt to fully assess the impact of
this program. However, GAO noted increased efforts
which, in part, led to instituting a new discount loan
program effective July 1, 1969. The president of the
Bank believes that under the new program the Bank is
able to fully assess the impact of the program and that
the impact has been favorable.

I't was also recommended last year that the Bank es-
tablish a standard minimum procedure to document
the nonavailability of commercial bank credit prior to
approval of loans to insure compliance with the legis-
lative mandate that the Bank should supplement, not
displace, private financing. GAO believes that Bank in-
structions developed in December 1969 are generally
responsive to this recommendation.

Regarding the operation of the Bank’s export expan-
sion facility, GAO stated that the development of more
definitive criteria was necessary to obtain the largest
expansion possible while holding losses under the pro-
gram as low as possible. The Bank developed guidelines
in December 1969 which appear to be generally com-
patible with the congressional intent in establishingthe
program. (Report to the Congress, B—114823, May 19,
1970)

144. Progress and Problems Relating to Im-
provement of Federal Agency Accounting Sys-



terns.-In September 1969, GAO reported on the
progress made and problems encountered, during
calendar year 1968, by Federal agencies in developing
and improving their accounting systems in accordance
with the overall mandates of the Congress and the re-
lated principles, standards, and requirements pre-
scribed by the Comptroller General. The report was
prepared in response to a recommendation of the
House Committee on Government Operations.
The report contained the following observations:

Federal agencies are showing increased interest
and activity in improving their financial manage-
ment systems, in obtaining approval o their account-
ing systems, and in developing adequate accounting
systems.

The concept of accrual accounting—a require-
ment stated in law and in related principles and
standards prescribed by the Comptroller General—
has been generally accepted in principle throughout
the Government. Current problems relate primarily
to effectively applying the concept in practice.

Although Federal agencieshave, with some excep-
tions, adopted the concept of monetary property ac-
counting —proper accountability of Government-
owned property in dollar terrns—serious deficiencies
exist in implementing and operating such systems.

There is a need for better coordination between
planning-programming-budgetingstaffs and the ac-
counting and reporting staffs in most Federal
agencies.

There are too few good cost accounting systems
in the Federal Government.

There is a continuing shortage of qualified ac-
countantsin the Federal Government.

The report contained no specific recommendations.
However, GAO has made numerous recommendations
and suggestionsto individual agenciesconcerning finan-
cial management and accounting matters in reports to
the Congress and to agency officials and in informal
dealings with agencies. (Report to the Congress,
B-115398, Sept. 18, 1969)

145. Implementation of the Accounting Sys-
tem for Operations in the Department of De
fense.—In  March 1970, GAO reported on the
implementation of the accounting system for opera-
tions in the Department of Defense. The report was
based on GAQO’s cooperative participation in the im-
plementation of the new accounting system. GAO
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found that (1) although problems have been in-
curred in implementation, the basic concepts of the
system are sound, and if properly carried out, should
result in improved financial management and (2) the
full potential for effective management is not being
realized because insufficient emphasis has been placed
on (a) improved development and use of perform-
ance data correlated to financial data, (b) reducing
the dependence of lower level and middle level man-
agers on obligation accounting, and (c) necessary per-
sonnel training.
GAO recommended:

Improvement of financial controls over military
personnel costs.

Inclusion of expense authority in operating budg-
ets of activities to which military personnel are
assigned and charging the expense of such personnel
to the activity where they work.

Central monitoring of the military personnel pro-
gram throughout the Department of Defense and
coordinated management of military personnel ex-
penses among the Defense agencies and military
services.

That undelivered orders from sources other than
local stock fund inventory be obligated when placed
and be recorded against the consumer appropriation.

That the service unit concept for motor pool
facilities not be extended until tests have clearly
demonstrated its real benefits, and that (1) criteria
be established for determining to which function
this concept can be beneficially applied and (2)
specific guidelines be prescribed for service tests to
achieve more uniform application of the concept.

The Office of the Secretary of Defense has indicated
agreement with these recommendations except for
recording orders from sources other than local stock
fund inventories as obligations against the consumer
appropriation.

The Department has taken some preliminary steps
on the recommendations pertaining to military per-
sonnel expenses and has not extended the motor pool
service unit concept. GAO is working with depart-
mental personnel to resolve the problems that exist
in those areas and to clarify the legal aspects as well
as the financial management principles involved in
orders from sources other than local stock fund inven-
tories. (Report to the Congress, B-159797, Mar. 4,
1970)
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146. Coordination of Organizations Perform-
ing Internal Management Reviews and Evalua-
tions.— In day-to-day work within the Department
of Defense (DOD), GAO had observed the existence
of many groups performing management reviews and
evaluations more or less independently o the efforts
of other groups. Also noted was a growth in the num-
ber of such groups, a striking sameness of authorized
areas of interests, a seeming overlap of functions, some
confusion as to assigned responsibilities, and an ap-
parent need for some measure of overall coordination
and guidance of the total review effort. GAO examined
into the activities of the review and evaluation groups
and the effectiveness of the coordination of the work
of the groups.

The function of review and evaluation in DOD
has not been defined, and, except in a relatively few
cases, GAO found no evidence that guidance had
been issued concerning the creation of new review
and evaluation groups; the extent, number, and fre-
quency of the evaluations to be performed; the pre-
vention of overlapping of duties and responsibilities
assigned to the groups; the coordination of effort; the
utilization and training of personnel; and the costs
involved.

The full extent of the review and evaluation effort
in DOD is unknown. However, the staffs of the groups
included in GAO’s review—which excluded many
permanently established groups and ail the numerous
ad hoc groups —ran into many thousands and the costs
into many millions of dollars annually.

GAO recommended that the Secretary of Defense
take action to establish effective coordination among
groups that provide review and evaluation services,
and also furnish guidance and, where necessary, train-
ing, in order to achieve maximum benefits from the
total review and evaluation effort.

The Assistant Secretary of Defense (Administra-
tion) did not agree completely with GAQO’s findings
and conclusions, but stated that the following actions
would be taken with respect to the problems identified.

GAO’s report would be considered by the “Blue
Ribbon Panel” which the Secretary of Defense was
appointing to make an objective review of the orga-
nizations, functions, and control procedures of DOD.

DOD would emphasize the need for the principal
audit and inspection organizations to evaluate the
performance of, and justification for, the decen-
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tralized review and evaluation groups, and exami-
nations of the justifications for review and evaluation
of personnel requirements at all levels would be
intensified.

Studies would be made (1) of the essentiality
for having three principal evaluation groups review
procurement operations and (2) to identify areas of
overlap and duplication, between Inspectors Gen-
eral and internal audit activities, and to consider
the degree to which their functions might be merged.

(Report to the Congress, B-132900, Jan. 2, 1970)

147. Audit of Costs Prior to Contract Negotia-
tions.— The Maritime Administration, Department
of Commerce, pays the operator of the nuclear mer-
chant vessel Savannah an amount for overhead and
profit based on a negotiated percentage of the gross
revenues earned by the Savannah. Prior to adopting
the current procedure, Maritime had negotiated over-
head allowanceswithout excluding certain unallowable
costs.

Maritime informed GAO that it considered the ini-
tial method of computing the overhead allowance to be
reasonable because of the lack of any prior factual
experience upon which to base true overhead cost re-
quirements. Maritime also considered the current
method of compensating the operator for overhead
expenses acceptable and that the use of a negotiated
percentage of gross revenue eliminated the need for a
preaudit of overhead expenses which GAO had
suggested.

Still believing that a preaudit was required to prop-
erly evaluate the reasonableness of the ship operator’s
proposed percentage, GAO recommended that, in de-
termining the operator’s profit and overhead in future
years, the contracting officer be required to determine
through a preaudit of the general and administrative
expenses (1) the cost items pertinent to the Savannah
and (2) the reasonableness of the percentage to be
applied to gross revenue in relation to the results dis-
closed by the preaudit. (Report to the Congress, B-
136209, June 26,1970)

148. Internal Audit. —GAO reported that a
single audit organization for the Department of Hous-
ing and Urban Development (HUD) placed at the
highest practical organizational level should provide
greater opportunity for more flexible use of staff re-
sources and place the auditors in a better position to
independently and objectively review and report on
all HUD programs.



The Secretary of HUD agreed that all audit func-
tions should be consolidated and accordingly placed
them under HUD’s Office of Audit. The Secretary
stated that the Office of Audit would continue to report
to the Assistant Secretary for Administration on the
basis of the Secretary’sdetermination that this was the
highest practical level to which the Office of Audit
should report.

Because the Assistant Secretary for Administration
was responsible for many of the activities subject to
internal audit, GAO recommended that the Secretary
satisfy himself that the internal auditor is sufficiently
independent and has the latitude to make impartial
appraisals of operations and activities; that he con-
cern himself with the scope, effectiveness, and staffing
of the internal audit function and with the adequacy
of attention paid to audit findings and recommenda-
tions; and that he provide the internal auditor with
direct access to the Secretary when the internal auditor
deems this necessary to fulfill his responsibilities.

To insure that, under the organizational structure
of the Office of Audit, adequate independent internal
review coverage would be given to the external audits
of grantees and other third parties, GAO recommended
that the Secretary, from time to time, satisfy himself as
to the adequacy of the discharge of these responsibili-
ties. (Report to the Secretary, HUD, B-160759,
Oct. 16, 1969)

149. Organizational Placement and Perform-
ance of Internal Audit Function.—GAO suggested
that, in order for internal auditing to be a more effec-
tive and integral part of the Treasury Department’s
management control system, (1) the internal audit
staffsin the Department’s 10 operating bureaus and
offices, with the exception of the Internal Revenue
Service (IRS) staff, be consolidated, (2) the con-
solidated organization be responsible to the highest
authority practicable, (3) reviewsin addition to reviews
of financial matters be made, and (4)IRS internal
audit activities be subject to departmental guidelines
and continuing appraisal.

The Department believed that the objectives of these
suggestions could best be accomplished through its
present internal audit system, and the Under Secretary
stated that he did not think it was the proper time to
consolidate the audit staffs or to change their report-
ing level. GAO therefore made the following
recommendations for strengthening the Department’s
internal audit system within its present organizational
structure:
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The Department should require its Internal Audit
Division to (1) increase the frequency of its ap-
praisals of the bureaus’ internal audit activities, (2)
establish procedures for timely followup, and for
informing management, on the status of significant
findings and recommendations contained in ap-
praisal reports, and (3) review on a continuing basis
the planning of internal audit work, including the
establishment of bureau-wide and Department-wide
audit priorities, the scope and effectiveness of in-
ternal audits, and the attention of bureau manage-
ment to audit findings and recommendations.

Concerted recruitment, training, and professional
advancement programs should be established for the
professional personnel of the various audit staffs of
the Department.

In the interest df greater independence and objec-
tivity, the heads of the bureaus should be encouraged
to relocate their internal audit function to a higher
level, preferably under the bureau head or his deputy,
and to discontinue the practice of diverting internal
audit personnel to operating functions.

The Commissioner, Bureau of the Public Debt,
should be required to strengthen the Bureau’s in-
ternal audit system by assigning to the Washington
Internal Audit Section the responsibility for all in-
ternal audit activities within the Bureau, including
the planning and scheduling of audits and the assign-
ment and utilization of audit personnel.

The Department planned to implement, in varying
degrees, most of these recommendations. (Report to
the Congress, B-160759, Oct. 13, 1969)

150. Internal Audit Policy.—The policy govern-
ing internal audit activities of the Internal Revenue
Service, Department of the Treasury, provides that
the internal auditors make independent reviews of all
operations at all levels of management, including de-
terminations as to whether policies, practices, proce-
dures, and controls are being efficiently and effectively
carried out. In accordance with this policy, the internal
auditors concentrate generally on reviewing selected
functions at each field office included in the annual
audit work plan.

Although certain functions should be subjected to
continuous surveillance at all field offices, it was GAO’s
opinion that not all functions are of the type that re-
quire continuous surveillance at each field office and
that benefits could be derived by reviewing functions
common to all field offices at a few selected locations.
Reviewing such functions at selected locations would

79



SECTION |

permit the auditors to extend their coverage to other
functions.

In response to the recommendation that more re-
views of functions common to all offices be made at
selected offices rather than at all offices included in the
annual audit plan, GAO was informed that the In-
ternal Revenue Service would make every effort to
identify additional areas in which it could suitably
apply the concept. (Report to the Secretary of the
Treasury, B-160759, Oct. 10,1969)

151. Management of Internal Review Activity. —
GAO reported that the internal review activitiesat the
Railroad Retirement Board would be of greater value
to management if more attention was directed toward
(1) evaluating management controls over major pro-
grams, (2) planning and coordinating the internal
audit and inspection activities, (3) preparing specific
audit programs, and (4) developing the causes and
significance of identified weaknesses. Also, the Board
needed to improve the capability of the internal audit
staff to achieve adequate audit coverage by establishing
a formal training program and, if necessary, by recruit-
ing personnel from outside sources.

The Board informed GAO that it planned to in-
crease its audit manpower, to emphasize the need for
broadening the scope of its internal review activities,
and to make other improvements. Although the Board
disagreed, GAO believes that written audit programs
are needed. (Reportto the Chairman, RRB, B-114817,
Feb. 10, 1970)

152. Organizational Placement and Coverage
of Internal Audit. —There were two organizational
elements within the Veterans Administration (VA)
which had agencywide audit responsibilities. The Audit
Staff in the Office of the Controller was responsible for
performing audits of all VA fiscal activities. The In-
ternal Audit Service (IAS) in the Office of Manage-
ment Engineering and Evaluation was responsible for
reviewing all VA activities including fiscal activities.

GAO’s review showed that IAS had expended its
audit resources primarily on station audits rather than
program audits and its records showed that 16 of the
220 VA field stations located in the United States had
never been audited and that an additional 36 stations
had not been audited in the last 10 years, either under
a station or program audit basis. Also, both audit
groups were reporting to officials who were directly re-
sponsible for certain operations the auditors reviewed.

GAO recommended that (1) the two audit groups
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be consolidated, (2) the consolidated organization re-
port to the highest practical level, preferably the Ad-
ministrator or the Deputy Administrator, and (3) audit
effort be redirected to insure that more emphasis was
placed on program audits. Increased emphasison pro-
gram audits should maximize the value of internal
audit to all levels of management by more readily dis-
closing whether audit findings were isolated or na-
tionwide problems. Such disclosures would promote
more timely remedial action on an agencywide basis.

VA informed GAO that, in consonancewith GAO’s
recommendations, VA would conduct more program-
type audits. Also, the two audit groups had been con-
solidated and they would report directly to the Deputy
Administrator. (Report to the Congress, B-160759;
Oct. 3, 1969)

153. Improving Internal Audit.—GAO reviewed
the internal audit activitiesdf the Department of State
with respect to the overall management and the ade-
quacy o coverage and independence of the internal
audit function conducted by the Audit Program Unit.
GAO found that there was a need for the Department
to redirect and expand the internal audit effort to in-
clude substantive program management rather than
confining it to functional or housekeeping-type activ-
ities; that the independence and stature of the internal
audit function suffered from its organizational location
and method of financing; and that better work plans
and audit programs were needed. GAO also found that
the scope of examination and size of staff need ex-
pansion, that reports should be directed to higher
levels, and that recommendations should be followed
up.

GAO’s major recommendations were that the Sec-
retary of State (1) broaden and refine the internal
audit objectives whereby the programming approach,
performance, and reporting would be more selective
and balanced in terms of covering the entire range of
management responsibilities, (2) relocate the Audit
Program Unit from its present subordinate position,
and that it be joined, at the highest practicable level in
the Department, with the Foreign Service Inspection
Corps in a new management surveillance entity con-
sisting of separate elements for internal audit, contract
and grant audit, and inspections, (3) place greater
reliance on audits of contracts and grants by public
accountants and arrange €or maximum utilization of
audit facilitiesof other Government agencies, and (4)
increase efforts to recruit qualified auditors, provide
for adequate and direct funding of internal audit ac-



tivity, and establish practices to insure that audit
recommendations are carried out. GAO also recom-
mended that the Director of the audit function take
necessary steps to establish adequate work plans and
written programs.

In response to these recommendations the Depart-
ment stated that action will be taken (1) to enable it
to place greater reliance on public accountants’ audits
and to have more contract and grant audits performed
by other agencies and (2) to establish adequate work
plans and written review programs. (Report to the
Congress, B-160759, Dec. 16,1969)

154. Organizational Placement of Internal
Audit Function.—In a letter to the Director of the
Peace Corps in December 1967 on a limited examina-
tion into a reorganization involving the internal audit
function, GAO stated that its comparison of the func-
tional statement in the Peace Corps Manual for the
former Audit Staff with the proposed functional state-
ment for the new Division of Administrative Support
and Review led it to believe that the audit function
would be restricted and also would be subordinated to
operational functions of the new division. Under the
reorganization announced in August 1967, the Audit
Staff and the position of Special Assistant for Field
Support were replaced by a Division of Administra-
tive Support and Review within the Office of Adminis-
tration.

GAO recommended that the Director of the Peace
Corps reconsider the reorganization decision with a
view to improving the system of management control
by reestablishing and improving the internal audit
function and insuring its independence from line
operating functions.

A new functional statement accompanying the
Director’s reply in January 1968 did not include the
particular constraints on the auditors referred to in
GAO’s report except for such constraint on auditor
independence as may have been caused by the orga-
nizational placement of the internal audit function.

In August 1969, GAO submitted a report to the
Director o the Peace Corps, relating to the develop-
ment of the agency’saccounting system, to inform him
of the progress being made and of inadequacies iden-
tified for corrective action.

GAO expressed continued concern because the in-
ternal auditors were still in a position subordinate to
officials who are directly responsible for important
operations that are subject to review. The failure to
make any substantive audits of accounting operations
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in Washington since the date of that reorganization
may be related to the restrictions and constraints ob-
served in the proposed functional statement referred
to in GAO’s December 1967 letter, even though that
functional statement was not formally adopted by the
Director of the Peace Corps.

The existence of an unconstrained (i.e., independ-
ent) internal audit staff is an important feature of an
effective management control system. Moreover, ade-
quate review of accounting operations under an ef-
fective internal audit program is essential for an
effective accounting system.

GAO believes that the agency’s continued failure to
act on the organizational placement of the internal
audit function indicates a possible lack of adequate ap-
preciation by Peace Corps financial management offi-
cials of the internal management control standard
dealing with segregation of duties and functions and
related requirements. (Report to the Director, Peace
Corps, €3-165743,Aug. 15,1969)

Management Information Systems

155. Navy Military Personnel Data System.—
The Navy’s automated manpower and personnel man-
agement information system is designed to furnish ac-
curate and timely data on its 1.2 million active and
reserve officer and enlisted personnel. The data provide
information for use in making decisions on such mat-
ters as personnel assignments, promotions, and school
selection.

On the basis df tests, GAO estimated that, at the
activities it visited, at least 83 percent of the records
of officersand 79 percent of the records of enlisted men
contained one or more errors. Inaccuracies were found
in various types of information, such as data on the
qualifications, achievements, and prior assignments on
active duty. At GAO’s suggestion, the Navy established
accuracy standards for many data items. The error
rates found on specific data were considerably higher
than those the Navy standards indicated were accepta-
ble. Existing procedures for finding and correcting er-
rors were not followed and internal reviews were not
made to inform management on adherence to proce-
dures and the degree d accuracy attained.

GAO suggested that the Navy strengthen the error
detection and correction procedures, establish ap-
propriate accuracy standards for data, and request the
Navy Auditor General to make an independent assess-
ment of the validity of the system data.
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The Navy stated that its existing error detection and
correction procedures are adequate when complied
with and that it would take the necessary action to
achieve compliance. (Report to the Congress, B-
169031, June 23,1970)

156. National Sport Fishing Programs.— The
Bureau of Sport Fisheries and Wildlife, Department of
the Interior, has initiated a system to identify, by geo-
graphical regions of the United States, the supply and
demand for sport fishing opportunities on a current
and projected basis. Initial data developed by the
system showed that substantial imbalances in supply
and demand occurred during 1968 and will continue
to occur and become more significant by 1974 if
changesin current programs and program direction are
not made. Although the Bureau had considered certain
changes, these changes had not been made at the time
of GAO’sreview.

GAO suggested that, initially, essential planning and
field resource information be developed and action be
taken in the geographical regions already identified
as having the greatest need for sport fishing and that
procedures then be established to periodically evaluate,
and to report to the Congress on, the effectiveness of the
programs in attaining program goals and in meeting
the sport fishing needs of the public throughout the
country.

GAO was informed that (1) the Department con-
curred with the suggestions concerning periodic evalu-
ation of the programs’ effectiveness, (2) the Bureau
expected to reconstruct its planning data utilizing
newer and more accurate information as it became
available, and (3) where possible, projects were being
implemented in recreation deficient areas. Also, the
Bureau has contracted with several universitiesto study
the demand function for fish and wildlife resources and
is encouraging the States to undertake long range
planning based on projections of demand and resource
needs. (Report to the Director, Bureau of Sport Fish-
eries and Wildlife, Sept. 29, 1969)

157. Planning-Programming-Budgeting Sys-
tems.— In July 1969 GAO reported on the executive
agencies’ progress in implementing the planning, pro-
gramming, and budgeting (PPB) system and on major
problems being encountered.

Twenty of 21 agencies included in GAO’s survey,
and directed by the Bureau of the Budget to adopt a
PPB system, had succeeded in developing PPB pro-
gram frameworks. There were differences among these
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frameworks and it is evident that there are obstacles
to the creation of a Government-wide structure.

In general, agencies did not have extensive written
policies to guide analysts in the preparation of various
PPB documents and studies. In seven larger depart-
ments and agencies, only one had written policies that
dealt with assumptions related to environmental con-
ditions. SIX o the seven departments had no written
policies concerning coordination of analytical work
with other agencies or documentation required for
PPB studies. Similarly, communication between ac-
counting staffs and PPB staffs has not been extensive.
It seems unlikely that the full benefits of data availa-
ble from agency accounting systems can be realized un-
less there is a closer relationship between users and sup-
pliers of financial information.

The report contained no recommendations. How-
ever, it did state GAQO’s belief that all agencies should
give specific consideration to the potential advantages
of having written instructions describing the documen-
tary support that should be prepared for special analy-
ses and other PPB reports. Significant advantages
should be realized by agencies if planning and evalua-
tion efforts pertaining to problems common to one or
more agencies were coordinated by a central agency.
(Report to the Congress, B-115398, July 29,1969)

Management Practices—General

158. Policies Covering the Collection of Out-
standing Claims.—At the request of the chairman,
Foreign Operations and Government Information Sub-
committee, committee on Government Operations,
House of Representatives, GAO reviewed the effective-
ness of:

Policies of the Agency for International Develop-
ment (AID) for collecting refund claims from the
Government of Vietnam (GVN).

AID’s efforts to establish an escrow account from
which reimbursement for refund claims could be ob-
tained automatically, as recommended by the com-
mittee and in section 403 of the Foreign Assistance
Act of 1967.

GAO’s review showed that after only limited efforts
to establish an escrow account, AID, together with the
GVN, established a Joint Tagk Force in an effort to
settle the large balance of long outstanding claims
against the GVN. Although this alternative was suc-
cessful in collecting most of the claims that had been



outstanding for excessive periods of time as of June
1967 when the Task Force was formed, the problems
that led to the proposal to establish the escrow account
still existed.

AID’s tolerant policy regarding the filing of claims
for AID-financed commoditiesremaining in the Saigon
Port as distressed cargo, and in Vietnamese bank and
importer warehouses pledged as collateral on loans,
contributed materially to the prolonged nonutilization
of these commodities in the Vietnamese economy.
Claims for the cost of the commaodities either had not
been filed or had been billed only after considerable
delay.

AID also had difficulty in establishing whether the
GV N was responsible for irregularities discovered under
Public Law 480 and project assistance. As a result, its
right to file claims for such irregularities was not es-
tablished.

Accordingly, GAO suggested that :

AID obtain agreement with the GVN to establish
an escrow account.

AID file claims for the cost of U.S. commodities
which had been in Vietnam for an excessive period
of time without entering the economy.

AID establish a reasonable time period for AID-
financed commodities to be moved into the economy.

AID devote greater effort in its internal reviews of
Public Law 480 and project assistance to determine
the party responsible for irregularities.

AID replied that:

Its Mission reported that, on December 31, 1969,
the value of outstanding billings had been reduced to
$414,569 and that monthly receivables outstanding
were not expected to exceed this amount signifi-
cantly. Accordingly, AID concluded that an escrow
account did not appear to be warranted to cover
such a small balance.

All aging AID-financed cargo had been removed
from the port; and Mission audits of unutilized com-
modities in bank warehouses have resulted in bill-
ings against the GVN of $3.4 million, of which $2.2
million has been paid. Payment of the remaining $1.2
million was being held in abeyance pending a legal
decision.

The prolong nonutilization of goods was related to
conditions which were no longer existent. The chao-
tic situation caused by the massive buildup of 1965-
67, which made the identification of AID-financed
items and the respective importers extremely diffi-
cult, had been resolved.
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With respect to project and Public Law 480 com-
modities, AID’s Mission was continuing its efforts to
fix responsibility and to bill and collect for loss and
misuse of such goods. In the period July—September
1969the GVN paid 1.6 million piasters for lossesand
damages to such commaodities.

GAO reported these matters to the Congress because
of its concern with U.S. activitiesin Vietnam. Congress
may wish to consider whether further guidance should
be given to AID concerning the establishment of an
escrow account. (Report to the Congress, B-159451,
Dec. 3,1969)

159. Major Weapon System Provided to Far
East Countries.—GAO reviewed the readiness of a
major weapon defense system provided to Far East
countries under the military assistance program. The
systems were furnished for incorporation into and aug-
mentation o the defense system of the Pacific Com-
mand. The systems are subject to U.S. control in the
event of hostile actions.

The combat readiness condition of the systems pro-
vided was being seriously impaired by inadequate sup-
ply and maintenance support. These systems had not
been combat ready (i.e., fully capable of accomplish-
ing assigned mission) for extended periods of time. A
U.S. Army, Pacific, regulation requires full combat
readiness at all times.

In one country, the major reasons for the low readi-
ness conditionwere (1) the shortages of required repair
parts due to failure to stock mandatory items and de-
lays in ordering replenishments and (2) the inability
d the recipient country maintenance shop to make
timely repairs. Also, continental United States and
recipient country supply sources did not provide ade-
quate support.

The low combat readiness of the systems provided
to another country was due primarily to inadequate
repair parts support by the U.S. Army. Supply man-
agement problems experienced by the Army included
(1) excessive order and shipping time, (2) shortage
of funds to purchase replenishment stocks, and (3)
filling low priority orders while high priority orders
for the same part remained unfilled. To improve sup-
port, the U.S. Army implemented a separate depot
system for this type of weapons system.

The Department of Defense stated that the GAO
findings were generally valid for the period covered
by the initial review (July—December 1967) but that,
subsequent to that time, corrective actions had been
taken and the situation had been improved.
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A followup review disclosed that, although some
improvements had been made, a low level of readiness
continued primarily because of inadequate supply and
maintenance support.

GAO submitted the report to the Congress to call
attention to the low state of readiness of the system.
GAO also recommended to the Secretary of Defense
that, in view of the low readiness condition and since
these units are part of the Pacific Command defense
system, the need for continued improvement be stressed
to appropriate officials.

DOD stated that the supply and maintenance defi-
ciencies cited in the report were being gradually cor-
rected, and responsible U.S. military commands and
advisory groups as well as recipient country military
authorities were fully aware that substantial improve-
ment was still needed before full combat ready status
could be sustained. DOD also stated that the Com-
mander-in-Chief, Pacific, was being requested to sub-
mit semiannual reports of progress in accomplishing
corrective action, the first report to be submitted as of
June 30, 1970. (Report to the Congress, B-161764,
Jan. 14, 1970)

160. Management Improvements Needed in
Activities Conducted by the United States Informa-
tion Agency in India —GAO reported in October
1969 on selected activities of the United States Infor-
mation Agency (USIA) program in India. Although
GAOQ’s review did not reveal any deficiencies which
would significantly impair the attainment of the over-
all USIA program objectives, certain management
areas were identified which could provide additional
economies or improve operating effectiveness in that
country.

The United States Information Service (USIS)
post in India had expressed concern over the unaccept-
able quality of Voice of America broadcasts being
transmitted to India through a relay station located
near Columbo, Ceylon. Also, recent in-country listener
polls had indicated the college-educated audience did
not listen to vernacular broadcasts in appreciable
numbers.

Although the station’s value was reportedly marginal
and new long range transmitting facilities were under
construction in Greece and nearly completed in the
Philippines which would provide India with a signal
as good or better than that transmitted from Ceylon,
GAO found that no decision had been made to dis-
continue the station’s use even though the agreement
with Ceylon would be subject to renewal in 1970.
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The report also pointed out the need to improve
certain practices followed by USIS-India in negotiat-
ing contracts for the production of media service mate-
rials, and the desirability of devising a system for
evaluating the distribution of Agency sponsored books
to USIS target audiences.

GAO recommended that USIA:

Reassess the need for the continued operation of
the Ceylon relay station at such time as the Philip-
pine facility became operational.

Implement procedures for obtaining data on the
effectiveness of the book program in India.

Revise contracting practices to assure conformity
with accepted contracting procedures.

GAO was advised by USIA that corrective action
would be taken on the matters discussed in the report
to the extent practicable. However, a final decision
as to the future of the Ceylon relay station could not
be made until certain technical and programming dif-
ficulties at the newly operational Philippine facility
could be resolved. (Report to the Director, United
States Information Agency, B-168178, Oct. 31, 1969)

161. Government Self-Insurance. — Because of
the small amount of claims paid by the underwriter
compared to the premiums paid for protection and
indemnity insurance carried on the nuclear merchant
ship Savannah, GAO concluded that it would be more
economical for the Maritime Administration, Depart-
ment of Commerce, to adopt the policy of self-insur-
ance. It was estimated that savings would amount to
as much as $73,500 annually.

The Maritime Administrator informed GAO that
when the experimental commercial operation o the
Savannah was planned, it was Maritime’s desire to
duplicate insofar as possible the commercial shipping
environment. Therefore, the operator was required to
carry the insurance. The Administrator further stated
that since operation of the Savannah had now demon-
strated the ready availability of commercial protec-
tion and indemnity insurance for nuclear merchant
ships, Maritime intended to adopt the policy of self-
insurance beginning with fiscal year 1971. (Reportto
the Congress, B-136209, June 26, 1970)

162. Debt Collection.—In 1964 the House Com-
mittee on Government Operations recommended that
the Department of Justice improve its practices and
procedures relating to the collection of money due
the United States as the result of court actions and



that it determine and report the actual amount of
judgments written off for uncollectibility.

At the request of the Subcommittee on Legal and
Monetary Affairs, GAO made a review in 1969 of
the Department’s latest policies, procedures, and prac-
tices and examined available records at the Depart-
ment’s headquarters. The Department had taken some
actions on each of the committee’s recommendations;
however, additional actions needed to be taken by
the Department to improve the effectiveness of its debt
collection practices and procedures.

GAO repeated the belief-expressed in a report
dated June 16, 1967—that a centralized collection
unit should be established to perform the collection
activities being performed by each of the litigating
divisions and that the unit should be given the respon-
sibility of reviewing and evaluating the effectiveness
of the collection activities of U.S. attorneys.

In commenting on the 1969 report, the Assistant
Attorney General for Administration stated that the
principal problem in the Department’s collection func-
tion was attributable to the lack of available time of
attorney and support personnel, especially in the offices
of the U.S. attorneys, due to the priority attention
required in case litigation and other areas such as
organized crime. He stated that additional positions
in the 1970 and 1971 budgets would do much to
alleviate this problem.

GAO’s report was submitted to the subcommittee
on August 18, 1969. After hearings were held by the
subcommittee, another report was submitted dated
October 23, 1969, in which GAO responded to ques-
tions on the Department’s judgment collection activi-
ties which had been generated during the hearings.
(Reports to the chairman, Subcommittee on Legal
and Monetary Affairs, House Committee on Govern-
ment Operations, B~153761, Aug. 18, 1969, and
Oct. 23, 1969)

163. Improper Hiring Practices.—The 1&-
gration and Naturalization Service (INS), Depart-
ment of Justice, paid two clerical employees in its
Frankfurt, Germany, office from imprest funds, a prac-
tice not in accord with the INS Administrative Man-
ual. This practice was discontinued, but two U.S.
citizens previously paid from imprest funds were
awarded personal service contracts to perform clerical
duties on a regular 40-hour week basis in INS’s Frank-
furt office. Also, the INS Central Office obtained the
services of laborers through a temporary help agency.

The relationship between the Government and the
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two clericalemployees and the laborerswas tantamount
to an employer-employee relationship. Therefore, they
were, in fact, Federal employees and should have been
hired in accordance with the civil service laws and
regulations.

These practices could prevent disclosure of the
true staffing posture of the Central and foreign offices
and could permit local management to avoid its re-
sponsibility for complying with executive orders to
reduce overseas employment. Further, such practices
are not conducive to adequate review and control of
staffing by management officials. If additional person-
nel can be fully justified, they should be employed in
accordance with civil service laws and regulations and
their employment should be disclosed in management
reports. (Report to the Attorney General, B-125051,
Mar. 12, 1970)

164. Effectiveness in Meeting Overseas Supply
Requirements — The Federal Supply Service, Gen-
eral Services Administration (GSA), operates depots
in each of GSA’s 10 regions in which common use
items are warehoused for sale to Government agencies
located in the continental United States or overseas.
Under agreements with the overseas agencies, GSA
is required to process their report requisitions within
1,3, 10,and 12 days, respectively. Having found indi-
cations of export supply problems in GSA’s San Fran-
cisco Region (Region 9), GAO examined its effec-
tiveness in filling requisitions within the prescribed
processing time, and the accuracy and reliability of
its management information system for reporting the
results of export operations.

Of a sample of 6,449 current export requisitions
traced through all supply point processing phases dur-
ing May and June 1967, Region 9 filled only about
775—about 12 percent—within the prescribed proc-
essing time. Region 9's low effectiveness could be
attributed to the fact that operations were not geared
to meet overseas agencies’ supply demands.

There was a need to (1) revise certain operating
policies and procedures, (2) improve the management
information system, (3) exercise management con-
trols over the use of high priority requisitions, and (4)
reevaluate the supply source processing time stand-
ards. GAO made eight specific proposals to improve
Region 9’s export supply operations and provide a
higher level of supply effectivenessto overseas agencies.

In general, GSA management was receptive to these
proposals and took actions to carry them out. As a
result, Region 9’s export supply effectiveness increased
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to over 90 percent by June 30, 1970. (Report to the
Congress, B—114807, Aug. 15, 1969)

165. Administrative Improvements in Nursing
Home Care Program.—GAO found that the Vet-
erans Administration (VA) should take action to
improve certain aspects of the nursing home care pro-
gram. VA had not established a clear policy for use by
VA stations in determining the eligibility of veterans
for placement in community nursing homes nor had
VA established specific criteria for use by stations in
determining the ‘financial eligibility of veterans for
care in community nursing homes.

VA concurred in GAO’s recommendation to clarify
its policy on admission of patients to community nurs-
ing homes and acknowledged that a more consistent

evaluation of veterans’ resources seemed indicated and
that guidelines for achieving this would be developed.
In addition, a lack of coordination between the VA
nursing home care program and the Medicare pro-
gram concerning the inspection of community nursing
homes resulted in unnecessary duplication of inspec-
tions. Also, monthly patient progress reports did not
serve a useful purpose and the reports on the opera-
tion of VA nursing home care units did not disclose
the full cost of operating these units and did not
properly compare the cost of VA nursing home care
units with the cost of providing care in VA hospitals.
VA agreed to take various actions to achieve the

improvements needed. (Report to the Congress,
B-167656, Sept. 29, 1969)
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MANPOWER UTILIZATION

Coordination

166. Selection of Military Personnel for Formal
School Training. — Inasmuch as the Army operates a
large service school system in the continental United
States, GAO reviewed the reasons for and the effec-
tiveness of the Army’s extensive formal training orga-
nization in Europe. The review was conducted primar-
ily at the U.S. Army School, Europe, the largest Army
training organization in Europe. During fiscal year
1968, the School conducted 88 courses attended by
about 32,000 military students at an estimated cost of
about $10 million.

Maximum benefits were not being obtained from
the formal training program because many of the
students:

Were being trained in skills not related to their
assigned duties.

Had attended similar courses previously.

Had been working in their skill for more than
lyear prior to attending courses.

Had left the U.S. Army, Europe, subsequent to the
training and prior to the time when their training
would have been of service to the command.

Had not satisfactorily completed courses of
instruction.

This resulted because many of the allocations of
school spaces were not related to actual needs. In some
cases men were sent to school to fill the allocated school
spaces rather than because their units needed men
trained in the particular skills. Also, school training
requirements were not being properly developed.

The assignment practices of the Army contributed
to the need for an extensive formal training effort in
Europe. These practices included rotating personnel to
and from Europe and not providing a sufficient num-
ber of replacement personnel trained in the skills
needed to perform assigned duties adequately. An ex-
tensive formal training effort in Europe will be needed
as long as these practices continue. Also, the US.
Army, Europe (USAREUR), was not assigning per-
sonnel, in some instances, where their skills were au-
thorized and were needed.
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GAO proposed that the Army take action to (1)
insure that USAREUR provides uniform guidance to
its using units for determinations of training require-
ments, allocation of school spaces, and selection of
school candidates and (2) attain greater coordination
between the training requirements in the United States
and the training requirements of USAREUR in order
to reduce the possibility of duplication of training in
Europe. USAREUR took action to implement these
proposals. (Report to the Congress, B-167664, Jan. 9,
1970)

167. Civilian Personnel Ceilings and Recruit-
ing Practices. — At the request of the chairman, Man-
power and Civil Service Subcommittee, House Com-
mittee on Post Office and Civil Service, GAO reviewed
the management by the Department of Defense
(DOD) of its civilian personnel ceilings—annual
budgetary limitations on the number of civil service
employees authorized for an agency —and its related
recruiting practices. The review was performed at 12
Army, Navy, and Air Force installations of various
types.

The system for managing civilian personnel ceilings
lacked sufficient flexibility. Efforts of military officials
to obtain approval for additional civil service posi-
tions were lengthy, cumbersome, and often unproduc-
tive. There also were recruiting problems. These
factors resulted in the uneconomical and otherwise
undesirable practice of contracting for the needed
services from private firms.

In some instances contracts for personnel services
were awarded despite the fact that cost comparisons
indicated that civil service workers could perform the
same work more cheaply. In other instances contracts
were awarded for work which officials preferred to
have performed by civil service employees in order to
develop and maintain technical capability, to achieve
more effective control over the work, and to lessen
dependence on contractors.

Some installations needed to improve and inten-
sify their recruiting efforts and to take action to pro-
vide every possible employment incentive. Ineffective
recruiting practices included failure to advertise in

87



SECTION |

trade and professional journals for needed employees,
inability to make firm commitments to prospective
employees because of hiring ceilings, delays in select-
ing candidates and in contacting them, uncompetitive
salaries offered, and failure to offer desirable tours of
duty following completion of duty in remote areas—
practices that are followed by Defense contractors and
other agencies of the Government.
GAO proposed that the Secretary of Defense:

Direct the military departments to review their
systems for managing personnel ceilings in order to
provide greater flexibility.

Insure that the military departments intensify
their recruiting efforts and use all available resources
and methods to obtain qualified personnel.

The Assistant Secretary of Defense (Comptroller)
generally agreed with these findings and proposals
and outlined the corrective actions that were being
taken. (Report to the Congress, B—165959, Dec. 30,
1969)

Planning

168. Civilian Overtime at Military Installa-
tions.— Overtime and holiday pay for the 3-year
period ended June 30, 1968, amounted to about $166
million at the eight military installations included in
GAQ’s review and averaged more than 10 percent of
the $1,594 million of regular pay at those installa-
tions. The overtime ranged from 3 to 29 percent.
Personnel ceiling limitations, labor shortages, and
unforeseeable emergencies were contributing problems
in the management of overtime.

The stated policy restricts overtime use to emer-
gency situations and the Department of Defense has
prescribed departmental limitations representing 2
percent of regular pay. However, these objectives were
not met and the use of overtime at installation level
was in excess of that which could reasonably be con-
sidered emergency use. On the basis of extensive and
consistent use of overtime at some installations—con-
sistently over 25 percent for the period reviewed at one
installation — GAO concluded that overtime had be-
comea “way of life” at those installations.

Although fringe benefits are not applicable to over-
time, the estimated cost is still about 20 percent more
than regular time. In view of this, overtime should
be reduced by better planning to meet long range
manpower needs from more economical sources.
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GAO proposed that the Department of Defense
provide, within its manpower authorization system, a
basis for giving priority to those activities where exten-
sive overtime has been consistently incurred due to
ceiling limitations on personnel. Also the departments
should consider revisingworkload planning procedures
to insure more meaningful consideration of total work-
loads, and the resources available for their accomplish-
ment, in order to reduce the extent of planned overtime.

The Department of Defense agreed in principle
with these proposals, but pointed out the problems
created by the Southeast Asia requirements and the
declining civilian work force resulting from the Reve-
nue and Expenditure Control Act of 1968. (The hir-
ing limitations of the 1968 act (section 201) were
repealed in July 1969.) (Report to the Congress,
B-157201, Nov. 28,1969)

169. Performance Standards for Civilian Pro-
duction Personnel at Military Installations. — GAO
reviewed the performance standards used to measure
the work production of civilian personnel at three De-
fense industrial activities—one Army, one Navy, and
one Air Force. At one of the activities, the Yorktown
Naval Weapons Station, use of invalid standards re-
sulted in significant amounts of idle time in operating
a bomb production line. It was estimated that even
after certain corrective actions had been taken by the
Navy, about $280,000 a year was still being spent un-
necessarily because of overstaffing. GAO found no
conclusive evidence of overstaffing at the other two
locations.

There were weaknessesin the development and eval-
uation of performance standards at all three locations
which limited usefulness of the standards in control-
ling workloads and in insuring economical and efficient
management of labor. The weaknesses were primarily
attributable to shortages in staffing and incomplete
training of certain specialists in performance stand-
ards at two locations and to an unsuitable plan of
standards development at the third location.

GAO proposed to the Secretary of Defense that
action be taken to insure that:

The military departments provide fully trained
and qualified personnel for development of perform-
ance Standards.

A satisfactory system of internal review of per-
formance standards be implemented.

Standards for bomb production work at the
Yorktown Naval Weapons Station be reviewed to



determine the most efficient procedures and eco-
nomical use of manpower.

In response, the Department of Defense (DOD)
stated that it considered its existing training programs
for the development of standards personnel to be ade-
quate to meet the objectives of GAO’s firstproposal and
that steps would be taken to strengthen the effective-
ness of internal review and evaluation of standards to
meet the objectives of the second proposal. In re-
sponse to the third proposal, the Navy eliminated 13
positions from the bomb production line at Yorktown.

GAO believed that the DOD training programs,
although significant, had not provided adequate staff-
ing of the standards function at the industrial activ-
ities reviewed and that, although the Navy had elim-
inated 13 positions from the bomb production line at
Yorktown, improvements in balancing the workload
could result in a further reduction of manpower re-
quirements by more than 40 employees at a saving of
about $280,000 a year withaut adverse effect on bomb
production.

Accordingly, GAO recommended that:

The Secretary of Defense take actions to insure
that the Army, Navy, and Air Force reevaluate
staffing requirements and place increased emphasis
on training and staffingfor their standards programs.

The Secretary of the Navy initiate and monitor a
review of the bomb production functions at York-
town to redefine jobs, establish new standards, bal-
ance the workload between sections and operators,
and adjust the staffing in accordance with the find-
ings in the review.

On March 6, 1970, DOD outlined the steps it had
taken to implement GAG’s recommendations and ad-
vised that the Secretary of the Navy had requested
the Chief of Naval Operations to review bomb load-
ing operations at naval activities. (Report to the Con-
gress, B-167982, Dec. 29,1969)

170. Alignment of Staffing to Needs.—GAQO’s
observations at 35 neighborhood recreation centers
of the District of Columbia Governmen t indicated
that community use of the centers in the fall, winter,
and spring was greatest when school was not in ses-
sion—in the late afternoon, during the evening hours,
and on weekends. However, the assignment of District
staff to the centers was not closely aligned to these
periods of greatest use.

Meaningful reports on community use and staffing
were not available to management because attend-
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ance records were not maintained during the month
and the reports of staff activities and community par-
ticipation were estimated at monthend.

Subsequent to the close of this review, the Commis-
sioner, District of Columbia, informed GAO that (1)
the assignment of staff to the recreation centers had
been studied and action had been taken to adjust staff-
ing to needs and (2) a review of field reports and
reporting systems was scheduled with the objectives of
streamlining the reporting system and providing more
meaningful statements of community participation.
(Report to the Commissioner, District of Columbia
Government, Oct. 29, 1969)

Manpower Utilization —General

171. Readiness of the Strategic Air Com-
mand. —Under the criteria established by the Joint
Chiefs of Staff and prescribed by the Air Force, the
manned-bomber and ballistic missile forces were main-
taining a high state of readiness at all five Strategic
Air Command bases and apparently were capable of
fulfilling their assigned missions. GAO was impressed
with the management emphasis and techniques em-
ployed to stress the importance of combat readiness
and believes that other military services could profit-
ably adopt some of the procedures.

However, several opportunities exist to improve the
accuracy and completeness of the readiness reports,
prepared by the Strategic Air Command, and to in-
crease the usefulness of the reports to management.
These improvements, if adopted, would result in the
reporting of:

Reduced capability of individual units with less
than the acceptable number of personnel.

Training deficiencies which occur upon conver-
sion to new items of equipment.

Locations and probable reaction time of aircraft
and crews on temporary duty away from home
stations.

GAO proposed that the Secretary of Defense initiate
action to have other military services adopt internal
surveillance procedures similar to those of the Strategic
Air Command and that certain changes be made in
the readiness reports to increase their accuracy and
completeness.

The Office of the Secretary of Defense requested the
other military services to evaluate the applicability to
their operations, of the techniques used by the Strategic
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Air Command for measuring the readiness d key com-
bat units and the Air Force concurred in GAQO’s pro-
posal for changes in the readiness reports. (Report to
the Congress, B-146896, Mar. 9, 1970)

172. Readiness of Army Reserve Compo-
nents.— GAO reviewed the readiness of 10 selected
units of the Army Reserve Components (Army Na-
tional Guard and Army Reserve) as a part of an over-
all readiness review program. Reserve units selected to
have the highest degree of readiness and deployability
were designated “Selected Reserve Force (SRF) units”
by the Army in October 1965. The SRF designation
was eliminated in September 1969 —subsequent to
GAO’s review—nbut contingency plans provide for early
deployment of Reserve units of the type included in the
review.

The 10 SRF units reviewed were not ready to mo-
bilize and deploy as rapidly as planned in the event of
war or national emergency because of deficiencies in
organization, training, equipment, and management.
Records showed that about half of the personnel in the
sample tested were not qualified to perform assigned
duties in their military occupational specialty, were
receiving training incompatible with needs of their
units, or might not be immediately available if their
units were mobilized. Among the reasons for includ-
ing nonavailable members was the failure of the units
to obtain current availability agreements from mem-
bers who had already fulfilled their military obligations
or who were qualified for release because of personal
hardship.

Material programmed for SRF had been sent to
Southeast Asia, leaving only limited material available
for the Reserve Components. There were significant
shortages of required major equipment and spare parts,
and some equipment on hand was not compatible with
the units’ missions. These shortages affected training
capability and would prevent the units from meeting
their mobilization requirements.

Assessments by higher authorities of the true state of
readiness were hindered by the lack of standardized
management and a lack of a periodic reporting system.

Because these findings related to the basic orga-
nization, personnel, material, and reporting systems,
GAO expressed the belief that the findings were char-
acteristic of problem areas existing throughout the
Army Reserve. Accordingly, it was proposed to the
Secretary of Defense that :

Reserve units be specifically assigned to like units
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in the Active Army to insure the improved organi-
zation, training, and equipping of such units.

Uniform standards for all units, both active and
reserve, be established for determining occupational
specialty qualifications.

The Army Audit Agency (AAA) or the Army
Inspector General be requested to select, as “special
interest” areas, those items GAO identified as prob-
lem areas.

The Deputy Assistant Secretary of the Army (Man-
power and Reserve Affairs) expressed general agree-
ment with GAO’s findings and cited the actions taken
by the Army to solve the problems. These actions in-
cluded :

Initiation of a test to determine the degree of
readiness that can be attained by affiliating Reserve
units with similar Active Army units.

Development of a means to project Reserve Com-
ponent training requirements.

Adjustment of the AAA audit concept to recog-
nize changes to the Reserve Component structure
and initiation of action to provide reports that will
summarize the results of AAA audits for Army Na-
tional Guard and Army Reserve commanders and
for higher management levels.

(Report to the Congress, B-148167, Jan. 7, 1970)

173. Repair and Maintenance of Public
Schools.—The District of Columbia’s per pupil cost
of repairing and maintaining school buildings was sig-
nificantly higher than other school systems’ costs, the
cost of painting work performed by its painters was
higher than the cost of similar work performed under
contract, its work force took about 96 percent more
time to do certain repair and maintenance work than
had been estimated, and school custodians were not
performing minor maintenance work.

GAO recommended that information provided by
the District’s accounting system be used more effec-
tively through analyzingand comparing costs and labor
hours on in-house projects with those on contract work,
where feasible, and with advance estimates; also, that
criteria be developed prescribing the repair and main-
tenance work to be performed by school custodians.

District officials subsequently informed GAO that
they had developed a system for analyzing and com-
paring costs and labor hours on in-house projects with
those on contract work, where feasible, as well as a sys-
tem for comparing actual costs with advance estimates.
They also stated that criteria had been established re-



lating to minor maintenance work to be performed by
school custodians. (Report to the Congress, B—118638,
Nov. 18, 1969)

174. Consolidation of Insurance Field Office
Functions.—GAO determined that a single Veterans
Administration (VA) insurance field office would re-
quire less employees, space, and equipment than the
two existing offices. It was estimated that the reduced
resource requirements of a single office would save the
Government about $872,500 annually during the ini-
tial years after a consolidationand as much as $1,118,-
700 each year beginning January 1974. Nonrecurring
costs df the consolidationwould be about $2.5 million;
however, within 3 years accumulated savings would ex-
ceed these costs.

A consolidated insurance field office at Philadelphia,
Pa., rather than St. Paul, Minn., could be achieved at
a lower cost without a reduction in service. In addition,
such a consolidation would affect fewer employees
and would result in less temporary disruption of opera-
tions.

VA stated that GAO would be advised of the Admin-
istrator’s position on the recommendation that the St.
Paul insurance operations be consolidated with the ex-
isting operations at Philadelphia as soon as the deci-
sion process was completed. (Report to the Congress,
B-114859, Sept. 29,1969)

175. Work Schedules of Mobile Unit Em-
ployees.— The Post Office Department has made pro-
vision in the 8-hour day of railway and highway post
office employees for an allowance of 1 hour and 35
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minutes for performing duties, such as stamping facing
slips and preparing labels, while away from the mobile
units. Because of changed operating conditions, most
of the duties have been or could be eliminated or re-
duced. It was estimated that the layoff allowance cost
the Department about $3.8 million in fiscal year 1969.

GAO recommended that the Department estab-
lish realistic work schedules for mobile unit employees
based on an evaluation of the duties required under
current operating conditions. If the Department be-
lieves it is desirable or necessary to change the law
relating to the layoff allowance to fully implement the
recommendation, the Department should request the
necessary legislation from the Congress.

The Post Office Department agreed that conditions
have changed substantially since the law authorizing
the layoff allowance has been in effect and that the
1-hour, 35-minute daily allowance may be in excess of
current needs. The Department stated that there had
been an 80-percent reduction in the number of mobile
unit employees since February 1967 and that it is con-
tinuing to make changesin its mail transportation plan
which will replace mobile unit service by more effective
modes of transportation.

The Department stated that, if it found that a cer-
tain amount of mobile unit service would be needed
indefinitely, it would consider whatever adjustments
were appropriate. Although there has been a signifi-
cant reduction in layoff allowance costs since 1967,
GAO believes that timely corrective action is needed
inasmuch as costs are still substantial. (Report to the
Congress, B—114874, Feb. 26, 1970)
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PAY, ALLOWANCES, AND EMPLOYEE BENEFITS

Federal Employees’ Health and
Insurance Programs

176. Payment to Insurance Company Based on
Fixed Percentage of Gross Premiums.—The Civil
Service Commission’s group insurance policy with the
Metropolitan Life Insurance Company provides that
Metropolitan be reimbursed for the actual operating
expenses of its administrative office of the Federal em-
ployees’ group life insurance program. In addition, the
insurer is to receive an annual allowance for “other
expenses” determined by use of a fixed percentage of
gross premiums. On this basis, the amount charged for
“other expenses” would increase, without limitation,
in direct proportion to increasesin total gross premiums
and without regard to actual expenses incurred.

GAO recommended that the Commission initiate
action to amend the group policy to provide that all
amounts to be charged by Metropolitan as reimburse-
ment for its expenses be limited to necessary expenses
incurred under the group life insurance program, de-
termined on an equitable and reasonable basis with
proper justification and accounting support.

The Chairman of the Commission advised GAO in
March 1970 that Metropolitan had been asked to ex-
plore the practicability of changing the accounting for
this item to a cost finding basis. (Report to the Con-
gress, B~125004, Feb. 3, 1970)

177. Accounting for Funds Held by Insurer.—
The Civil Service Commission’sgroup insurance policy
with the Metropolitan Life Insurance Company re-
quires the insurer to furnish the Coramission an annual
accounting of transactions, including the status of the
contingency reserve funds Metropolitan is authorized
to hold. The annual accounting does not show the
status of certain funds related to the group life insur-
ance program which were held by Metropolitan in
addition to the contingency reserve. Also, the policy
does not specifically provide for the return to the
Commission, in the event of policy discontinuance, of
any portion of such funds to which the program may
be rightfully entitled.
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GAO stated that there was a need for Metropolitan
to report systematicallyto the Commission on all funds
related to the group life insurance program, including
those outside the contingency reserve. Such reporting
would enable the Commission to more effectively ad-
minister the program activities. The Commission
agreed to arrange for such reporting.

GAO also recommended that the group insurance
policy be amended to provide that, in the event of
discontinuance of the policy, all funds relating to the
program which were held by Metropolitan outside the
contingency reserve and to which the program has a
vested interest be returned to the Commission, after
consideration of all charges accrued under the pro-
gram. The Commission agreed to review this matter
during its next audit of Metropolitan with a view to
clarifying the policy if necessary. (Report to the Con-
gress, B-125004, Feh. 3, 1970)

178. Amounts Charged for Converting From
Group Insurance Policy to Individual Policy.—Fed-
eral employees may convert their group life insurance
to individual life insurance policies when they are sep-
arated from Government serviceor under certain other
conditions, without a medical examination. The Civil
Service Commission’s group policy with Metropolitan
Life Insurance Company is charged for the increased
mortality risk expected under the individual policies at
the rate of $65 for each $1,000 of group insurance
converted. The conversion charges are paid into a
conversion pool to which other insurers for whom
Metropolitan acts as agent also contribute.

Although about $1.6 million had been distributed to
the insurance companies over a 3-year period from bal-
ances remaining in the pool, the Commission had not
made any independent evaluation of the reasonable-
ness of the conversion charge to the life insurance
program. GAO recommended that the Commission
satisfy itself, through independent evaluation, that the
conversion rate constitutes a reasonable charge for the
excess mortality risk borne by the insurers.

The Chairman, Civil Service Commission, advised
GAO in March 1970 that the Commission would un-



dertake an evaluation of the conversionrate in accord-
ance with this recommendation, and that the results of
such evaluation would be considered by the Commis-
sion in future contract negotiations with Metropolitan.
(Report to the Congress, B—125004, Feb. 3,1970)

179. Impact of Expected Annual Deficits Under
Beneficial Association Insurance Operations.— Un-
der the Civil Service Commission’sgroup life insurance
policy covering former members of certain Federal
employees’ beneficial associations, cash deficits aggre-
gating about $91 million were expected to occur over
the estimated 35-year remaining life of these opera-
tions. The Commission had no plans to finance this
accumulating deficit, which would reduce the funds
that would otherwise be available in the Employees’
Life Insurance Fund and also would result in a loss of
interest earnings on such funds.

In order for the Commission to be in a position to
appraise the impact of these expected deficits on the
financial status of the regular insurance program, GAO
recommended that the Commission include the defi-
ciency of the beneficial association insurance in its pe-
riodic actuarial valuations for the regular insurance.

In March 1970 the Chairman, Civil Service Com-
mission, advised GAO that the Commission would in-
clude the beneficial association deficiency as a liability
in a valuation which was about to be made to test the
sufficiency of the premium level being charged to the
employees and the Government. The Chairman stated
that the resulting premium would cover such liability.
(Reportto the Congress, B—125004, Feb. 3,1970)

Government-Furnished Housing,
Lodging, and Meals

180. Rental Rates for Employee Housing.—
GAO’s survey of the administration of Government-
owned employee housing by selected bureaus of the
Department of the Interior showed that, although
rental rates were generally set in accordance with
Bureau of the Budget (BOB) Circular No. A-45,
Revised, and the Department’s manual, the rates at
certain locations covered in the review were not estab-
lished in accordance with the applicable criteria.

I'n some cases, isolation deductions from basic rental
rates, granted to ameliorate the effect of unusual trans-
portation costs, were established at the maximum
amount permitted by the BOB circular rather than at
the maximum amount permitted by the departmental
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manual, which was lower. In other cases, the isolation
deductions were excessive because the nearest estab-
lished community offering minimum acceptable serv-
ices was not used as the base community for calculating
the deductions, as required by the circular.

The Department advised GAO that it agreed with
these findings and had taken action to have the isola-
tion deductions for the involved locations recomputed
and the rental rates for the housing units revised ac-
cordingly. (Report to the Secretary of the Interior,
B-114868, Mar. 2, 1970)

181. Per Diem Rate When Lodging Is Fur-
nished. —From September 1967 through August 1968,
the Department of Justice did not reduce the per diem
rate for certain deputy U.S. marshals on a temporary
assignment although the rate should have been re-
duced because lodging was furnished by the Govern-
ment. As a result these deputy marshals were overpaid
about $32,000.

Department officials agreed that the rate paid was
not in accordance with the Standardized Government
Travel Regulations or the regulations of the Depart-
ment and stated that action had been taken to reduce
the per diem rate paid to deputy marshals on tem-
porary duty assignments when meals and/or lodging
are furnished by the Government.

GAO suggested that, in addition to recovering the
overpayments, the Department should review tempo-
rary assignments of other deputy marshals to ascertain
whether overpayments had been made where meals
and/or lodging were furnished by the Government.
(Report to the Attorney General, June 10,1970)

Travel Advances and Allowances

182. Use of First-Class Air Travel.—GAO’s ex-
amination into the use of first-class air travel by De-
partment of Labor employees indicated a need for
strengthening administrative procedures to insure com-
pliance with the Standardized Government Travel
Regulations and applicable departmental regulations.
In many instances, the use of first-class air travel had
not been authorized in advance or justified on travel
vouchers. Accordingly, GAO recommended that the
Department reemphasize to its officials and other em-
ployees the need for compliance with regulations con-
cerning the justification and approval of first-class air
accommodations. (Report to the Assistant Secretary
for Administration, Department of Labor, May 25,
1970)
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183. Automobile  Mileage  Reimbursement
Rate.— Thc Department of Justice reimburses U.S.
marshals and their deputies 10 rents a mile, regardless
of the number of miles traveled, for use of their per-
sonally owned automobiles on official business. The
average mileage per person ranged from about 4,560
annually in one district to about 48,120 in another
district.

According to the General Services Administration,
the cost per mile of operating interagency motor pool
cars decreases as the number of miles driven increases.
The Department of Agriculture, the Internal Revenue
Service, and the Department of Housing and Urban
Development have established mileage reimbursement
rates which decrease as the number of miles traveled
increases. If the Department of Justice had adopted
a similar rate structure, savings of about $369,000 to
$424,000 could have been realized during fiscal year
1969 on automobiles other than those operated in the
District of Columbia.

GAO recommended that the Department of Justice
establish a mileage reimbursement rate when the use
of privately owned automobiles is necessary which
would decrease as the number of miles traveled in-
creased. The Department should also consider giving
the marshals and deputy marshals the option of using
interagency motor pool vehicles, where available, for
official business. (Report to the Attorney General,
June 10, 1970)

Pay, Allowances, and Benefits — General

184. Maintenance of Attendance and Leave
Records.— In the Metropolitan Police Department
(MPD), District of Columbia Government, about 19
percent of the leave records GAO examined contained
errors resulting in overstatements and understatements
of employees’ leave balances.

In the District of Columbia General Hospital, De-
partment of Public Health, 50 percent of the time
and attendance records examined contained errors
which resulted in overpayments and underpayments
to employees as well as overstatements and under-
statements of leave balances.

Also, adequate procedures for determining and re-
cording actual duty hours had not been established for
either full-time or part-time medical officers of the
District of Columbia Department of Public Health.
Department officialsinformed GAO that in many cases
the hours shown on the records were not the actual
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duty hours worked but were the medical officers’
scheduled tours nf duty which were established to en-
title the officers to accrue and use sick and annual
leave. As a result, GAO was unable to determine
whether medical officers actually worked the number
of hours for which they were paid or the accuracy of
their leave balances.

District officials informed GAO that steps would be
taken to resolve the problem in the Police Department
through stronger centralized control and adequate in-
structional classes on a regular basis. Also, the Public
Health Department has been holding training sessions
for time and attendance clerical personnel and that
supervisory review of the biweekly time and attend-
ance reports has been instituted.

Department of Public Health officials proposed pro-
cedures which would provide that each medical officer
and his supervisor would periodically establish realistic
tours of duty on a written schedule. Any deviations
from this schedule would be noted and certified by
the medical officer and his supervisor. (Reportsto the
Chief of Police, MPD, Oct. 21, 1969,and to the Acting
Director, Department of Public Health, Nov. 7, 19609,
and May 7, 1970)

185. Justification and Administration of a Spe-
cial Cost-of-Living Allowance.—A special cost-of-
living allowance has been paid to certain U.S. civilian
employees stationed in the Republic of Vietnam. This
special allowance was in addition to a separate main-
tenance allowance paid to employees on behalf of
dependents who were required to live elsewhere be-
cause of the dangerous conditions existing in Vietnam.

As of June 1969, about 85 percent of the employees
included in GAO’s review who were drawing a sepa-
rate maintenance allowance were receiving also the
special cost-of-living allowance in amounts ranging
from $100 to $740 annually. The annual costs of these
allowances for those agencies reviewed were about $6
million and $1 million respectively.

Although the reason that the special cost-of-living
allowance was established (December 1965) is un-
clear, one of the primary considerations was appar-
ently to reimburse employees for costs incurred in
visiting their dependents residing elsewhere. Legisla-
tion passed by the Congress in December 1967 pro-
vided for payment of travel expenses necessary for
visiting dependents, but no action was taken at that
time to discontinue payment of the special cost-of-
living allowance. GAO, therefore, concluded that the
State Department should reexamine the need for fur-



ther payment of the special cost-of-living allowance.

Also, administration of the special allowance needed
improvement. The criterion used to determine entitle-
ment to the allowance was too vague and ambiguous
for proper administration because it did not specify
the types of costs to be considered in determining eli-
gibility. As a result, only 11 of the 43 individuals inter-
viewed by GAO said that they had considered any
specific expenses in applying for the allowance.

The special cost-of-living allowance was being
granted on the basis of an individual’s certification that
his expenses exceeded specific amounts without a re-
quirement for supporting documentation. Most of the
agencies reviewed did not require a waiting period
before an employee was eligible to apply for the allow-
ance. GAO believed that without such a waiting period
it would have been difficult, if not impossible, for any
employee to make a valid certification of his additional
expenses. Employees’ certifications were not being kept
current even though changed conditions could have
resulted in a change in the employees’ eligibility.

GAO proposed that the Secretary of State:

Reexamine the justification for continued pay-
ment of the special cost-of-living allowance and
terminate the allowance if it can not be justified.

Establish an administrable criterion which speci-
fies allowable expenses if the allowance is justified.

Establish procedures to insure effective adminis-
trative control which would be applicable to all
agencies that authorize payment of the allowance.

The Department of State advised GAO on
March 27, 1970, that on the basis of its study, action
had been initiated to terminate payment of the special
cost-of-living allowance in Vietnam effective April 18,
1970. Concurrently with this action the Department
took steps to increase the separate maintenance allow-
ance rates. The higher rates will lessen the impact re-
sulting from the termination of the special cost-of-living
allowance payments to employees in Vietnam. (Report
to the Congress, B-160574, May 5, 1970)

186. Proficiency Pay and Variable Reenlist-
ment Bonuses to Military Personnel in Officer
Training Programs.—The Department of Defense is
authorized by law to approve proficiency pay (PRO
PAY) and/or payments of variable reenlistment
bonuses (VRB) to servicemen possessing critical skills
to induce them to remain in the military services.
GAO made a review of the payment of these incen-
tives to determine whether administration by the
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military departments was in accordance with the
intent of the Congress.

Servicemen receiving PRO PAY are required to be
used in the skills on which their PRO PAY is based
and, when assigned to duty not requiring the use of
the skills, PRO PAY is to be terminated. The Navy
had awarded about $500,000 in PRO PAY in fiscal
1967 to 512 enlisted men enrolled in the Navy En-
listed Scientific Education Program, a 4-year college,
baccalaureate degree program. In GAQO’s opinion
these payments were inconsistent with the intent of
the law and were improper because they were ap-
plied toward the support of officer candidate training
rather than to the retention of men in the enlisted
ranks who possessed critical skills.

Enlisted men who possess a critical skill are en-
titled to a bonus for their first reenlistment and may
be paid an additional reenlistment bonus —the VRB—
as a further incentive to remain in the service. The
Navy in fiscal years 1967 and 1968 and the Air Force
in fiscal 1967 had either paid, or obligated the Gov-
ernment to pay, a total of $1 million in VRB to
those who reenlisted for the purpose of enrolling in
the Navy Enlisted Scientific Education Program or
the Airman Education and Commissioning Program,
an Air Force program similar to that of the Navy.
Because those enrolled in these programs had reen-
listed specifically for the purpose of meeting the obli-
gated service requirements of the officer candidate
training programs, rather than for the continued serv-
ice in critical skills, the VRB payments to them also
were improper and inconsistent with the intent of
the law.

GAO did not find any evidence that improper pay-
ments of PRO PAY or VRB had been made to serv-
icemen enrolled in the Army’s officer candidate
program.

The Department of Defense stated that instructions
had been revised to preclude future improper pay-
ments of PRO PAY and VRB and that the Navy
and the Air Force had taken action to discontinue
the improper payments described in this report. (Re-
port to the Congress, B—160096, Aug. 6, 1969)

187. Paymentsto Military Personnelin Advance
of Regular Pay Days.—GAO reviewed the controls
and procedures established by the Army to make
sure that payments to its military personnel in ad-
vance of regular pay days—called casual and partial
payments—were properly adjusted through subse-
quent payroll deductions. In January 1968, the Army
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discontinued its program for verifying the collection
of such payments because of staffing limitations and
because of other personnel ceiling restrictions im-
posed by section 201 of the Revenue and Expenditure
Control Act of 1968. GAO’s review covered the
period January through June 1968.

GAO estimated that overpayments of about $3.5
million were made during the 6-month period because
certain of the casual and partial payments had not
been deducted from the pay of the recipients in
subsequent payroll periods. Contributing factors to
loss of control over casual and partial payments in-
cluded the following:

Individual financial records apparently were not
adequately protected from unauthorized access and,
in some cases, records of payments were lost or
removed.

Army regulations did not provide for the mainte-
nance of permanent records of the disposition of
casual and partial payment documents.

There was a lack of uniformity in the disposition
of casual payment documents when the paying office
was unable to determine the new station of a re-
cipient of a casual payment.

It normally took from 3 to 4 months to determine
the duty station of a recipient of a casual payment
and this resulted in additional handling and delay
and in possible loss of pay documents.

Since 1966, the Department of Defense, in coordi-
nation with the military services, has been engaged
in developing a Joint Uniform Military Pay System
(JUMPS). One of the features of the proposed sys-
tem is the computerized maintenance of pay accounts
on a centralized basis. The Army-wide implementation
of the proposed system, tentatively scheduled to be
operable by January 1972, should improve control
over casual and partial payments and reduce the inci-
dence of overpayments. However, because the esti-
mated losses under the existing system were so signifi-
cant, GAO believed that immediate action to improve
internal controls was needed. Several suggestions de-
signed to improve internal controls were made and
the Army took action on some of them. In addition,
GAO recommended that:

The Secretary d Defense direct that the Army
maintain its verification program at an acceptable
level until an effective system of internal control over
its payroll procedures has been established.

The Secretary of the Army consider the feasi-
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bility of requiring the paying finance offices to insti-
tute followup controls for collecting casual payments.

The Secretary of the Army direct the Army
Audit Agency to test periodically the procedures
followed at all field installations in making and con-
trolling casual and partial payments to make sure
that the procedures are adequate.

The Army agreed generally with these observations
and conclusions. Also, with the repeal of section 201
of the Revenue and Expenditure Act of 1968, which
had imposed personnel ceiling restrictions, the Army
reestablished its centralized program for verifying the
collection of casual and partial payments. However,
the program was supported only through fiscal year
1970 because of further planned reductions in man-
power for economy reasons. In June 1970 GAO was
advised that the program would be supported through
fiscal year 1971. (Report to the Congress, B—125037,
Apr. 1, 1970)

188. Per Diem Payments to Military Personnel
on Extended Temporary Duty Assignments.— Stu-
dent officers at the Army’s Fort Rucker were required
to reside off the base during 16 weeks of temporary
duty because the Army, in accordance with Depart-
ment of Defense regulations, considered the existing
bachelor officers’ quarters inadequate for their use.
The Army paid the maximum cash allowance per-
mitted for lodging—averaging about $356 a month—
although students returned questionnaires indicating
that their lodging costs in the surrounding communi-
ties averaged $145 a month. Fort Rucker officials were
aware of lodging costs but had taken no action to
bring the cash payments into line with the costs in-
curred by the students. Internal audit agencies of the
Department of Defense had not reviewed the need
to pay cash allowances for temporary lodging at Fort
Rucker.

GAO estimated that about $800,000 a year could
be saved by reducing the cash allowances to the average
reported costs incurred by students. It also estimated
that savings from a minimum of about $600,000 to as
much as $1.7 million could be achieved at Fort Rucker
by other alternative methods of providing temporary
lodging for the student officers:

Savings of about $660,000 a year by earlier con-
struction of new bachelor officers’ quarters planned
for incremental construction during fiscal years
1973 and 1974.

Savings of about $1.7 million a year if existing



bachelor officers’ quarters currently classified inade-
quate by the Army were renovated for use on a tem-
porary basis.

Savings of about $1 million a year by leasing mo-
bile homes for use as bachelor officers’ quarters.

Savings of about $667,000 a year by changing the
quarters assignment policy to require student offi-
cers to occupy adequate bachelor officers’ quarters.

GAO recommended that :

The Secretary of Defense select a less costly
method of providing temporary lodging for student
officers at Fort Rucker.

The Secretary of the Army exercise his authority
to reduce the per diem rate for lodging at Fort
Rucker to a rate commensurate with the average
lodging costs incurred by student officers.

The Department of Defense establish and monitor
review procedures to insure that the military serv-
ices are giving proper audit consideration to the
necessity for paying cash allowances for lodging.

The Secretary of Defense consider the advantages
of introducing simple techniques for controlling per
diem payments such as a sliding scale, used by some
Government agencies, which ties per diem rates to
actual lodging costs.

The Army recently changed its quarters assignment
policy at Fort Rucker to provide permanently assigned
officers the option of either occupying adequate bach-
elor officers’ quarters or residing off base. (Authorized
cash allowances for quarters for permanently assigned
officers are substantially less than those for officers
on temporary duty.) This change in policy made ade-
quate bachelor officers’ quarters available for about
300 student officers and could result in annual savings
of about $600,000. Also, the Department of Defense
agreed that audit emphasis should be placed on the
necessity for payment of cash allowances and stated
that the military services would include this aspect in
their internal audit programs.

The Department of Defense generally did not con-
cur in the suggestion that there be adopted at Fort
Rucker, alternative, less costly methods of providing
housing for use by student officers on a temporary
basis. The Department cited the problems that would
be involved, such as military construction priorities and
procedures, constraints on the availability of funds,
long range and Army-wide requirements for bachelor
officers’ quarters, and the interests of the individuals
involved. GAO pointed out that about 700 officers on
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temporary duty at Fort Rucker were still receiving cash
allowances far in excess of their average reported
lodging costs and that the Department should recon-
sider its decision. (Report to the Congress, B-146912,
Mar. 3, 1970)

189. Overseas Dependents School System.——
Under the direction of the Department of Defense, the
Overseas Dependents School System in the European
area provides elementary and secondary education to
about 102,000 students, in 224 schools in 14 countries,
at an annual cost of about $50 million. In GAO’s re-
view of the administration and operation of the school
system, it noted several areas that needed improve-
ment. Matters which appeared to warrant corrective
action included :

Inaccurate student enrollment forecasts which
serve as a basis for manpower and supply
requirements.

Inadequate controls over courses taken by teachers
under the educational leave program.

Inconsistencies in policies and practices regarding
teacher housing.

Substandard classrooms in about 45 percent of the
school facilities.

Inadequate procedures for setting school construc-
tion priorities.

Unrealistic restrictions on the use of substitute
teachers.

Inconsistencies in staffing of the school supply
function.

Inadequate controls over school inventories.

GAO noted situations where cost savings and/or
improved efficiency would be possible (1) through con-
solidation of certain schools, (2) through greater use
of the schools by dependents of employees of other de-
partments and agencies of the U.S. Government and
proper billing o tuition charges for such students, and
(3) through incorporation of a private school in Athens
into the school system.

GAO also noted several legal matters pertaining to
the administration and operation of the school system:

The procedures for collecting tuition fees and
the use of funds authorized under the Civilian
Health and Medical Program of the Uniformed
Services to provide special educational services to
handicapped dependents were not in compliance
with pertinent legislation.

There was no permanent authorizing legislation
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for the school system; authorization was derived
from annual appropriation acts.

The Department of Defense was in substantial
agreement with these findings and conclusions and in-
formed GAO that corrective action either had been
taken or was being considered. The Department did
not agree, however, that the procedures for collecting
tuition fees were not in compliance with pertinent
legislation. The Department stated that the practice
had been consistently recognized by the Congress and
by the Bureau of the Budget and that it would include,
in connection with any proposal for permanent au-
thorizing legislation for the school system, specific au-
thority for the practice. (Report to the Congress,
B-131587, Sept.4,1969)

190. Employees' Suggestion Awards.—At the
recommendation of the Subcommittee on Manpower
and Civil Service, House Committee on Post Office
and Civil Service, GAO made a review of the man-
agement and operation of the suggestion award por-
tion of the Army Incentive Awards Program.

There were instances where :

Suggestions were not being processed promptly or
effectively.

Suggestionshaving potential for wider application
were not being given adequate dissemination.

Different criteria were being used among instal-
lations to compute estimated savings.

Suggestion files did not contain adequate docu-
mentation of the basis used to estimate savings.

Standards for issuing awards were being incon-
sistently interpreted.
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Independent periodic reviews were not being
performed by the installation internal review staffs.

It appeared that other programs being carried out
had objectives or goals similar to those of the Incen-
tive Awards Program.

GAO proposed that the Secretary of the Army:

Initiate procedures and instructions that would
result in uniform practices for control and expedi-
tious processing of suggestions.

Provide more detailed guidelines on the dissemi-
nation of information on suggestions having wider
application.

Require that personnel responsible at the local
level for processing suggestions be given the neces-
sary training to insure their full awareness of their
responsibilities and of the guidelines and instruc-
tions available to them.

Provide more specific criteria for computing esti-
mated savings.

Require that suggestion files be adequately docu-
mented to support computed savings.

Take the necessary action to insure that installa-
tions have continuing programs providing for pe-
riodic internal reviews.

The Assistant Secretary of the Army agreed gen-
erally with GAO’s findings and conclusions and sum-
marized the actions initiated by the Army as a result
of the report. The actions should result in significant
improvements in the effectiveness of the Army Incen-
tive Awards Program. (Report to the Congress, B-
166802, Aug. 27, 1969)
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AUTOMATIC DATA PROCESSING SYSTEMS

Acquisition of Automatic Data
Processing Systems

191. Control Over Acquisition and Use of ADP
Equipment by State Welfare Agencies. — The cost of
automatic data processing (ADP) activities of State
welfare agencies applicable to grant-in-aid programs
under Titles I, 1V, X, XIV, XVI,,and XX of the So-
«cial Security Act is financed in part by the Social and
Rehabilitation Service (SRS),Department of Health,
Education, and Welfare (HEW).

GAO reported that there was a need for SRS to
monitor and approve the planning for ADP equip-
ment prior to its installation in the State welfare agen-
cies and to require more informative reporting of ADP
activities by the State agencies to enable SRS to exer-
cise more effective surveillance over such activities.

" GAO recommended that :

Procedures be revised to require approval by SRS
of proposed ADP equipment acquisitions by State
and local agencies, preferably prior to any commit-
ment for such acquisition by these agencies but, in
any event, prior to installation of the equipment,,and
that this approval be made a condition of financial
participation by SRS.

As the basis of such approval, SRS be required
to make readiness reviews to ascertain the suita-
bility and need of the ADP equipment proposed to
be acquired and the capability of the State and local
agency personnel to use the equipment.

SRS implement a more comprehensive reporting
system by State and local agencies on their ADP ac-
tivities and that the reports include information on
costs, utilization and scheduling of equipment, vol-
ume and types of work loads, staffing of installations,
and training of personnel.

SRS reappraise manpower requirements for
monitoring the ADP activities of State agencies.

At June 30, 1970, SRS had not advised GAO of
its intended action on these recommendations. (Report
to the Secretary, HEW, B-164031, Feb. 24, 1970)

192. Interchangeability of Computer Compo-
nents.— In June 1969, GAO reported on the results of
its study of the acquisition by Federal agencies of
peripheral equipment for use with automatic data
processing (ADP) systems. T he report pointed out that
it was common practice for Government ADP man-
agers to obtain all required ADP equipment from com-
puter systems manufacturers even though certain items
of equipment could be procured more economically
from the original manufacturers or from alternate
sources of supply.

GAO identified selected computer components that
were directly interchangeable (plug-to-plug compati-
ble) with certain other systems manufacturers' compo-
nents and were available at substantial savings. A num-
ber of private organizations had installed available
equipment of this type and had achieved substantial
savings. Yet GAO found only a few instances where
Federal agencies had availed themselves of this eco-
nomical means of acquiring computer components.
GAQ expressed the belief that central agency leader-
ship could provide impetus which would achieve simi-
lar savings in the Federal Government.

It was estimated that, if plug-to-plug compatible
components were used to replace similar components
rented by the Government, annual savings would be at
least $5 million. If such components were to be pur-
chased, savingswould exceed $23 million.

In addition to the estimated savings in acquiring
plug-to-plug compatible components, savings are also
available in the acquisition of non-plug-to-plug compo-
nents from sources other than the systems manufac-
turers. G.40 estimated that the purchase cost of such
components, then being leased for about $50 million,
from the systems manufacturers would be about $250
million; whereas the acquisition price for similar com-
ponents from an alternative source of supply probably
would be about $150 million, a difference of about
$100 million. However, the: potential savings must be
evaluated in light of costs associated with combining
the components into a total computer system.

The report contained the recommendations that :
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The head of each Federal agency take action to
implement steps requiring replacement of leased
components that can be replaced with more eco-
nomical plug-to-plug compatible units.

The Bureau of the Budget and the General Serv-
ices Administration provide more specific guidelines
for the evaluation and selection of plug-to-plug com-
patible equipment and for other components.

Pending the issuance of specific policies, the fac-
tors described in the report be used by Federal agen-
cies to evaluate alternate sources of ADP equipment.

Inasmuch as third-party leasing arrangements
generally result in savings in comparison with rental
arrangements available from equipment manufac-
turers, the head of each Federal agency consider
this method of procurement when purchase of the
equipment is determined not to be advantageous.

The use of plug-to-plug compatible components for
Federal ADP equipment is currently being studied by
the General Services Administration. Present plans call
for GSA to study also the acquisition of other compo-
nents and peripheral equipment from alternate sources
at a later date. GAO expressed the belief that the GS.4
study is important and that it should be accelerated to
provide a basis for promulgating more specific policies
for the guidance of Federal agenciesin obtaining ADP
components from the most economical source of supply.

In September 1969 GAQO"s report was given specific
consideration by top Federal ADP managers at a con-
ference on the selection and procurement of computer
systems by the Federal Government. The conference
was conducted at the Federal Executive Institute by
the Bureau of the Budget and was attended by officials
of the agencies which were major users of ADP systems
in the Federal Government. The report of the confer-
ence, which summarized the consensus of the partici-
pants, contained the following statement.

Leased peripheral equipment components in sys-
tems now installed should be replaced by compo-
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nents available from independent peripheral manu-
facturers or other sourcesif it is determined that such
components are comparable, compatible, reliable,
less expensive, and can be adequately maintained.
Similar considerations should be given when adding
to or modifying existing systems. These determina-
tions should be made on a case-by-case basis in con-
sideration of the particular circumstances that exist.

Also, on February 2, 1970, the Bureau of the Budget
issued Bulletin No. 70-9 on the acquisition of periph-
eral components for installed ADP systems. The bul-
letin requires Federal agencies to review and make de-
cisions on whether leased peripheral equipment com-
ponents in computer systems supplied by the system
manufacturer should be replaced with less costly equip-
ment available from independent peripheral manu-
facturers or other sources. Some agencies have com-
pleted their reviews and have made replacements
which have already resulted in substantial savings to
the Government. (Report to the Congress, B-115369,
June 24, 1969)

Utilization of Automatic Data
Processing Systems

193. Centralization and Sharing of Computer
Facilities. — Certain departments and agencies of the
District of Columbia Government were acquiring their
own computers or were contracting for data processing
services although time for some of this work was avail-
able on existing District computer facilities. Also, more
time would have been available and some duplication
of data processing could have been avoided if the facili-
ties had been operated more efficiently.

District officials agreed in general with GAQO’s find-
ings, and corrective actions are being taken, or are
planned, for expanded coordination of data processing
and sharing of computer systems. (Report to the Con-
gress, B—-166723, July 31, 1969)
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PROPERTY MANAGEMENT

Control Over Property

194. Management of Warehouse Inventories.—
GAO observed the following weaknesses in the man-
agement of warehouse inventories by the Corps of En-
gineers (Civil Functions), Department of the Army:

The inventories contained slow moving items and
excess stocks.

Inventory values were not recorded for all items.

Some items were not accounted for in a manner
to provide proper control.

In addition, retention of a certain warehouse may
not have been warranted.

The Chief of Engineers implemented GAO’s rec-
ommendations that (1) warehousing practices be re-
viewed to identify and correct those practices that re-
sulted in maintaining inventories at levels beyond those
necessary to meet operational requirements and in in-
adequate accounting for the inventories and (2) a
determination be made as to the need for the cited
warehouse. (Report to the Secretary of the Army,
B-118634, Feb. 16, 1970)

195. Control Over Supplies Transferred Be-
tween Agencies.—In May 1967, GAO reported that
a transfer of handtool and paint inventories from the
Department of Defense (DOD) to the General Serv-
ices Administration (GSA) showed a need for im-
proved transfer procedures and greater coordination
between the agencies. This transfer was the first of a
series leading to a coordinated national supply system.

As a followup, GAO examined into the transfer on
July 1, 1967, of stocks valued at about $19.5 million
and representing 52 Federal supply classes. Although
DOD and GSA took considerable action to solve mu-
tual problems relating to this transfer, some of the
problems cited in GAQ’s previous report still existed.

Inventory tests at selected DOD depots after the
transfer showed substantial quantity differences be-
tween GSA’s recorded inventory and actual stocks on
hand. After GAO brought these discrepancies to GSA’s
attention, DOD took physical inventories at several
depots and compared their counts with GSA’s inven-

tory records. These comparisons showed that stocks
valued at about $5 million had not been recorded on
GSA'’s records and therefore were “lost” to the supply
system. As a result, GSA purchased some identical
stocks and did not, in some cases, fill requisitions
promptly because it did not know that the items were
on hand.

GAO concluded that these deficienciesarose because
the transfer procedures adopted as a result of the pre-
vious report had not been effectivelyimplemented with
respect to the 52 classes.

GAO recommended that DOD and GSA:

Implement transfer procedures adopted as a re-
sult of the previous report.

Take physical inventories, based on up-to-date
stock locator records, of all stocks to be transferred.

Take periodic physical inventories of stocks re-
maining in the custody of the transferring agency
and transmit all resulting changes to the managing
agency.

Show all GSA-managed stocks stored at DOD de-
pots on GSA inventory records.

Both DOD and GSA agreed with these recommenda-
tions and advised that additional management con-
trols would be applied to future transfers. (Report to
the Congress, B-161319, Mar. 9,1970)

196. Eliminationof Nonessential Stock ltems.—
The General Services Administration (GSA) did not
have an effective program, nor did it have the neces-
sary data, for eliminating nonessential items — inactive,
low-demand, and uneconomical items—from its stock
system through which it makes available common-use
supplies and equipment needed by Federal agencies
and Government-related organizations. Data gathered
at GAO’s request showed that there were over 15,000
items, valued at more than $15 million, for which less
than six orders were received during fiscal year 1969.
No orders were received for about 6,275 of these items.
Also, GAO cited examples where elimination of items
which were more expensive than other available items
with similar or identical characteristics could have
saved up to $768,000 in fiscal year 1969.
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ALUMINUM SWIVEL CHAIRS STEEL
(FSN 7110-264—-5340) (FSN 7110 =782~ 3504)
CONTRACT COST $39.00 CONTRACT COST $22.00

ALUMINUM STRAIGHT CHAIRS STEEL
(FSN 7110- 264-5339) (FSN 7110~ 782 = 3502)
CONTRACT COST $27.00 CONTRACT COST $16.00

Chairs o comparable styles but zarying widely in price retained in the General Services Administration's
stock system.
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GSA agreed that there were opportunities to realize
significant savingsby removing nonessential items from
its stock system and stated that appropriate programs
had been implemented. GAO recommended that GSA
internal auditors review the progress being made under
these programs. (Report to the Congress, B—114807,
May 22, 1970)

197. Management of Magnetic Computer
Tape. — The National Aeronautics and Space Admin-
istration (NASA) established a policy in January 1967
that data on magnetic tapes—either analog data tapes
or master digital data tapes—be kept until all meaning-
ful information had been extracted. However, in May
1968, NASA’s Goddard Space Flight Center was still
requiring the indefinite retention of data on both types
of magnetic tape. As a result, Goddard was not realiz-
ing the savingsin procurement costs that were possible
through the reuse of certain of the tapes. There were
about 700,000 tapes at Goddard and in storage at
June 30, 1969. After GAO brought this matter to
NASA'’s attention in August 1968, Goddard established
procedures in December of that year to implement the
stated policy.

The procedures, however, did not provide for release
from storage of analog data tapes containing data
transmitted by satellites that had not been processed
for use by experimenters and which, apparently, were
not considered to be essential to the experimenters. At
June 30, 1969, Goddard was storing 11,450 unproc-
essed analog data tapes.

Also, Goddard did not have procedures for control-
ling and retrieving new tapes and data tapes furnished
to scientists for their use in analyzing experiment re-
sults. Scientists had about 230,000 data tapes and an
unknown quantity of new tapes in their possession at
the end of fiscal year 1969.

Further, Goddard was not realizing the savings pos-
sible from a greater use of rehabilitated tape because
of its limited capacity for rehabilitating tapes. Goddard
purchased over 400,000 reels of analog and digital tape
at an average cost of about $20 and $11 a reel, respec-
tively, in 1969. Since Goddard’s cost to rehabilitate used
tapes was less than $5 a reel, GAO recommended that
NASA consider expanding the rehabilitation facility,
increasing the staffingand length of the workweek, and
contracting for the offsite rehabilitation of used tapes.

NASA took significant action to improve control
over magnetic tapes and agreed to study ways of in-
creasing Goddard’s rehabilitation capacity. NASA also
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agreed that further improvements were feasible. (Re-
port to the Congress, B-164392, Apr. 22,1970)

198. Maintenance of Vehicle Utilization Rec-
ords.—The National Radio Astronomy Observatory,
Green Bank, W. Va., operated for the National Science
Foundation (NSF) by an association of universities
under a cost-reimbursable contract, did not maintain
adequate utilization records for Government-owned
motor vehicles. For most of the 63 vehicles at the Ob-
servatory the records did not show the mileage or hours
of operation. Also, no studies had been conducted by
the Observatory with regard to utilization of or the
need for the vehicles included in the fleet.

NSF instructions require that its contractors estab-
lish suitable records for the management, maintenance,
and control of Government-owned motor vehicles.
General ServicesAdministration guidelinesrecommend
that utilization records show mileage or hours of opera-
tion for each vehicle in order to identify excess vehicles,
measure operating efficiency against predetermined
standards, and provide data necessary to reduce main-
tenance costs by rotating like vehicles with high and
low mileage.

The Observatory’s Assistant Director for Adminis-
tration agreed that adequate utilization records had
not been maintained and stated that greater effort
would be devoted to this area of management. Also, in
response to GAO’s recommendation, NSF advised that
its audit office would be instructed to follow up on the
Observatory’s action during its scheduled visits to the
Observatory. (Report to the Director, NSF, Mar. 31,
1970)

199. Management of Property Acquired for Dis-
tribution as Economic Assistance.— During an ex-
amination o the Agency for International Develop-
ment’s (AlD) administration of the excess property
program in Kenya and Pakistan GAO identified areas
needing management improvements, such as:

Evaluating the recipient countries’ current capa-
bility to maintain and use excess property prior to
approving such property for delivery.

Assuring that property is received in country in
an operable condition.

Assuring that proper records of accountability are
maintained either by the missions or recipient
countries.

Conducting periodic inspections of recipient
countries” maintenance and use of property.

Performing periodic audits of the program.
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GAO made no specific recommendations in view of
the actions initiated by AID to correct the problem
areas ; however, it was suggested that the Administrator
assure himself that needed improvements are made.

AID commented that the missions in Kenya and
Pakistan were taking actions to improve management
of the program in those countries. AID also instructed
all missions to restrict further acquisitions of excess
property if proper management of property already
received was not evident. AID issued guidelines de-
signed to assist missions in developing and maintaining
a sound management system for excess property ac-
quired by cooperating countries. These guidelines
generally covered the improvements identified by GAO.
(Report to the Congress, B-146995, Dec. 5, 1969)

200. Military Suppliesin the Far East. —In 1966
GAO examined the responsiveness of the military sup-
ply and distribution systems in the Far East and ob-
served that they were not sufficiently flexible to meet
emergency demands efficiently. In 1967 GAO examined
Army supply management in Vietnam and observed
that the system had supplied the combat needs of mili-
tary units in Vietnam despite adverse conditions. How-
ever, the high level of support was achieved through
costly and inefficient supply procedures. As a result
of these reviews the military departments stated that
they either had taken or would take action to improve
effectiveness of their supply systems. To appraise the
results of these actions, GAO made a review at various
supply activity locations in the Far East and at inven-
tory control points in the continental United States.
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The military services had continued to provide ade-
quate support to units in the Far East— particularly the
combat forces in Southeast Asia. The supply systems
in the Far East, however, as well as the supporting
systems in the continental United States, continued
to be costly and inefficient,

GAO recognized that it was unrealistic to expect
the maintenance of inventory records under combat
conditions in Vietnam to be at a level of accuracy as
high as that expected at other locations. However,
the records at locations outside of Vietnam were also
not accurate enough to be relied upon for effective
management. GAO found:

Substantial differences between inventory records
and stockson hand.

Use of inappropriate methods and incorrect data
for computing quantities of stocks needed and result-
ant excesses and shortages in stock levels.

Inadequate controls over repairable components
and equipment and resultant failure to return the
items for repair and reissue.

An excessive volume of high priority requisitions
and resultant increased handling cost.

Supply problems at supply activities in the United
States and resultant shortages at Far East locations.

GAO recommended that the Secretary of Defense:

Take steps to reduce the number of unit-of-issue
changes and stock number changes.

Require implementation of the inventory control
procedures prescribed in January 1969.

Provide a method for consistent application in



computing quantities of stock needed and require
all supply activities to follow the method.

Establish uniform procedures and criteria for re-
view of items on order but not received and for
prompt cancellation of unneeded quantities.

Establish a direct-exchange program for all re-
pairable items of high value and critical need in the
Army. This would require that, when a new item
is issued, either the unserviceable item is returned or
the nonreturn is documented.

Establish procedures for challenging the validity
of the assignment of high priority to requisitions and
procedures for reporting the results to management.

Require major supply activities to establish pro-
cedures designed to bring to the attention of top
level management those supply situations and their
causes, which are potentially critical.

The Assistant Secretary of Defense (Installations
and Logistics) agreed in general with GAO’s findings
and recommendations and said that actions had been
taken or were planned to improve the conditions noted
in the report. He did not believe, however, that there
was a need for procedures for bringing greater man-
agement attention to bear on potentially critical supply
situations, but GAO pointed out that existing proce-
dures were not detecting potential problems before they
became critical. (Report to the Congress, B-160682,
Apr. 21,1970)

201. Industrial Plant Equipment Retained for
Possible Future Use.—GAO reviewed the overall
management, by two Army Commands, of industrial
plant equipment reserved to meet production con-
tingencies in time of war. Such equipment, referred
to as “packages,” is either retained in factory produc-
tion lines ready for use or set aside in storage not ready
for immediate use. A package includes the equipment
necessary to produce a specific artillery gun, rifle, tank,
ammunition casing, or similar items. About 34,000
pieces of industrial plant equipment, valued at about
$500 million, were assigned to 176 packages.

In a number of cases, the packages retained by the
Army did not meet the Department of Defense (DOD)
criteria for retention. Some of the packages provided
the capability for production in quantities which ex-
ceeded the planned production requirements or for
production of items for which there were no planned
requirements. Other packages did not include enough
equipment to meet the planned production require-
ments. Also, for some of the packages, the specific con-
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tractor or Government plant where the planned pro-
duction requirements were to be met had not been
designated.

During one 6-month period, the possibility existed
that the Government had purchased new equipment—
estimated to cost about $6 million—while similar
equipment, not needed and not reported as being
available for redistribution, was held in the packages
of the two Army Commands covered in this review.
Conversely, some of the equipment needed in the re-
tained packages had been either transferred or loaned
to others.

GAO recommended that the Secretary of Defense
take steps to make sure that packages which do not
meet DOD criteria for retention are not retained and
that the industrial plant equipment not needed is re-
ported promptly to permit redistribution to meet other
requirements. It was also recommended that the Sec-
retary of the Army insure compliance with established
procedures for identifying and reporting excess indus-
trial plant equipment in packages and for making loans
of such equipment.

DOD concurred in general with GAO’s findingsand
recommendations and stated that:

A limited number of packages would be reviewed
for factors to be considered in a full scale evaluation
of the need for the packages.

Army commanders had been directed to make sure
that industrial plant equipment not identified with a
package is reported to the Defense Industrial Plant
Equipment Center as excess.

The proposed program to inventory each package
and verify its readiness —scheduled to begin in 1970
and to be completed in 1973 —would be speeded up.

(Report to the Congress, B-140389, Apr. 7, 1970)

202. Projections of Future Requirements for
Military Aircraft Engines.—GAO made a review of
the method used by the Air Force and the Navy to
compute spare aircraft engine requirements. The re-
view was undertaken primarily to evaluate the ade-
quacy and reasonableness of the method—common to
both services—used in computing their planned spare
aircraft engine requirements for fiscal year 1969. The
Army was not included because at that time it was
using a different method.

The method used by the Air Force and Navy for
computing the requirements included two factors—
the depot stock factor and the safety factor —which
were duplicative and provided quantities of enginesto
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meet similar or identical contingencies. The purpose
of the safety factor was to provide spare engines if
order and shipping time were exceeded or the repair
cycle took longer than planned. The depot stock factor
was not supported by studies but, based on the ex-
planations GAO obtained, its purpose was to provide
for essentially the same types o contingencies.

GAO estimated that elimination of the depot stock
factor could have reduced the planned procurement
for fiscal year 1969 by about 200 engines valued at
about $35 million. Future needs could be correspond-
ingly reduced. GAO proposed that the Secretary of
Defense:

Direct appropriate officialsto reevaluate the need
for the duplicate factors.

Take prompt action to reduce the planned pro-
curement of engines by the quantities attributable
to the duplicate factors.

The Department of Defense stated that the contin-
gency factors in question were not duplicative and that,
notwithstanding its position on the duplication of the
contingency factors, it was exploring another method
of computing requirements for spare aircraft engines.

GAOQO’s analysis of the Department’s reasons for be-
lieving the factors in question were not duplicative did
not support the Department’s position. Accordingly,
GAO recommended that the Secretary of Defense re-
consider the position taken on GAQO’s proposals. (Re-
port to the Congress, B-132989, Sept. 9, 1969)

203. Projections of Future Requirements for
General Supplies.—In prior reviews GAO had ob-
served that the inventories of the Defense Supply
Agency included substantial stocks in excess of needs.
A review was made o the policies, procedures, and
practices followed by the Agency in determining its
needs for stock. The review covered three of the five
inventory control points, called Defense Supply Cen-
ters, under the management of the Agency.

As of December 31, 1968, over $250 million worth,
or about 23 percent, of the stocks managed by the
three Centers were excess to all known military needs.
The accumulation of a substantial portion of these ex-
cesses could have been avoided had the Agency main-
tained tighter controls over the followingsituations :

The Centers, in projecting future requirements
on the basis of experienced demand, included in the
experienced demand “one-time-need” requisitions
and requisitions which the issuershad canceled.

The Centers initiated procurement of new stocks
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without adequately considering all stocks on hand
and without considering the experienced length of
time to obtain delivery from the suppliers.

GAO proposed that the Agency revise its procedures
for determining stock levels at all Centers to insure
that:

Requisitions for stock are identified as recurring,
nonrecurring, or a special requirement.

Stock on hand is properly considered.

Requisitions for unusually large quantities are
questioned, confirmed by the issuers, and appropri-
ately considered in computing future requirements.

Initiation of procurement actions are based on the
experienced, rather than the standard, length of
time to obtain delivery from the suppliers.

The Department of Defense stated that changes
were being made to reduce the accumulation of stocks
and that a new computer system, being installed by the
Agency, will establish uniform data processing proce-
dures at all inventory control points. If used effec-
tively, the system should result in improvements.

The Department of Defense stated that it would
continue to include nonrecurring demands for stocks
in its projections of future needs. GAO suggested that
the Department reconsider this point and include non-
recurring demands only in those instances where in-
clusion is clearly justified. (Report to the Congress,
B-146828, May 28, 1970)

204. Receipt and Storage of Military Supplies
and Equipment.—GAO made a review to evaluate
the effectiveness of the policies, procedures, and prac-
tices of the military services and the Defense Supply
Agency €or the processing, storing, and recording of
materiel received at major supply activities. GAO
found that:

Many depots could not readily identify and locate
materiel recently received, and in the process of
being stored, which was needed immediately to fill
requisitions.

Materiel received was not stored and recorded
within the time established by the Department of
Defense.

Records maintained by the depots to identify
and locate stored materiel contained significant
inaccuracies.

As a result, shipments of materiel to fill requisitions
were delayed and increased costs were incurred to lo-
cate and account for materiel that was on hand.



GAO proposed that the Department of Defense:

Require that receipt processing systems at depots
provide that materiel receipts not be reported to in-
ventory control points for posting to stock records
until the goods have been placed in storage and re-
flected on stock location records, unless adequate
technigues and data processing capabilities exist at
the depots to facilitate identification and location
of unstored materiel.

Direct that management information systems be
improved and used to identify delays in the process-
ing to insure that receipts are stored and recorded
within prescribed time standards.

Require that depot quality control programs be
expanded and used as a means to identify and cor-
rect the causes of inaccuracies in inventory records.

The Department of Defense generally concurred
in these findings and proposals for corrective action
and cited certain actions taken to effect improvements.
GAO believes that the actions, if properly imple-
mented, will bring about the needed improvements.
(Report to the Congress, B-146828, July 30, 1969)

205. Official Use of Government Vehicles.—
Statutory provisions prohibit the use of Government
vehicles for other than official purposes, but do not
define the term “official purposes.” It is stated, how-
ever, that official use shall not include the transporta-
tion of employees between their homes and places of
employment, except in cases of medical officers on
out-patient medical services and in cases of employees
engaged in fieldwork. Suspension or removal from of-
fice is provided for Federal employees who willfully
use or authorize the use of any Government vehicle
for other than official purposes.

A review conducted in 10 departments and six inde-
pendent agencies showed that regulations on official
use of Government vehicles differed substantially and
generally did not provide adequate guidance to Fed-
eral employees. Some agencies’ regulations consisted
essentially of a restatement of the statute, while others
identified specific uses as either official or unofficial.
Also, instances were noted where a particular vehicle
use was authorized as official by one agency but not
authorized by another.

GAO concluded that these inconsistencies resulted
in inequities to Federal employees and that, while the
statute was adequate, there was a need for a Govern-
ment-wide policy defining official and unofficial use
of Government vehicles. It was recommended that the
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Bureau of the Budget issue policy guidelines to all
Federal agencies defining the official purposes for
which Government owned or leased vehicles may be
used. The Bureau agreed to formulate such guidelines.
(Report to the Director, Bureau of the Budget,
B-159210, Nov. 25, 1969)

Construction, Maintenance, Repair,
and Overhaul

206. Maintenance of Military Aircraft. — The
Navy and the Air Force have about $40 billion in-
vested in various models of aircraft and spend about
$5.5 billion annually to keep them in operation. In
previous work GAO had found that the Navy and the
Air Force were following substantially different pro-
cedures and practices in the maintenance of their
aircraft.

A review was made to evaluate and compare the
way the two services scheduled their maintenance op-
erations; GAO did not evaluate the quality or the ef-
fectiveness of the maintensnce actually performed.
The review was based on ae F-4, a supersonic, all-
weather aircraft, because it is used by both the Navy
and the Air Force.

GAO found that:

The Navy could realize savings by following the
Air Force practice of basing organizational inspec-
tions and maintenance (that performed by the op-
erating units in support of their own operations) on
flight hours rather than on elapsed days.

The Navy could reduce downtime by following
the Air Force practice of performing maintenance
on a cycle or phased basis, between periods of use
of the aircraft, rather than performing the entire
scheduled maintenance at one time.

Had the Navy followed procedures similar to
those of the Air Force for organizational mainte-
nance, the equivalent of 40 additional F— aircraft
could have been available to the Navy during fiscal
year 1968 and organizational maintenance costs
might have been reduced in fiscal years 1967 and
1968. (The Navy’s costs for that period were about
$4.3 million higher than the costs incurred by the
Air Force for an equivalent number of aircraft.)

Neither the Navy nor the Air Force had given suf-
ficient recognition to the results of studies, and their
own experience, in determining the frequency of
depot level maintenance (that which is major and
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is performed at industrial-type maintenance depots).
Less frequent depot maintenance appeared to be
warranted in some instances.

GAO suggested that :

The Navy test the phased maintenance concept
which the Air Force had implemented and reach a
decision regarding its applicability to the F-4 and
other aircraft in the Navy.

The Air Force make a servicewide review and
evaluation of the frequency with which depot level
maintenance is performed on individual F—4 aircraft
and establish realistic criteria for the frequency of
such work.

The Navy and the Air Force establish procedures
to insure continuing review of the criteria for the
frequency of depot level maintenance of firstline air-
craft important to strategic, tactical, defense, or lo-
gistics posture.

The Department of Defense agreed in substance
with these suggestions. The Navy also agreed with the
suggestionsand started action to put them into effect.

The Air Force pointed out that its existing procedures
for annual reviews of the frequency of depot level
maintenance served the purpose of the review and eval-
uation GAO had suggested. The Air Force stated, how-
ever, that it had changed the existing procedures to
insure that the summaries of the annual reviews in-
clude the rationale and the analytical findings which
are the bases of decisions. Although this change may
be beneficial, GAO believes that the Air Force should
adopt reporting procedures to insure that effective ac-
tion is taken on the results of the annual reviews. (Re-
port to the Congress, B-152600, May 7, 1970)

207. Modifications of Military Aircraft. — Air-
craft are modified to make them safer, more effec-
tive, operationally compatible with newer equipment,
and easier to maintain. The Army spent about $120
million for kits, parts, and tools for modifying aircraft
during the fiscal years 1965 through 1968. GAO re-
viewed the procedures and techniques used in Army
management of its aircraft modification program.

In many cases, modifications— including those clas-
sified as being urgent—were not applied promptly.
For example, an urgent modification work order in-
volving safety of the aircraft was issued in February
1967; however, a year later the Army records showed
that 223 of the 1,650 affected aircraft had not been
modified. As late as August 1969, 24 were still unmodi-
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fied and 17 of the unmodified aircraft had been
flown an average of 75 hours in that month.

The volume of modification work orders resulted
in work loads beyond the capacity of maintenance
activities. More effective management review d pro-
posed modifications was needed to insure that work
loads could be accomplished within the specified time.

The Army found it necessary to procure more modi-
fication kits than were required, on a one-for-one basis
for aircraft, because of apparent loss of kits by local
using units. Also, modifications were delayed in some
instances because kits were not received in time for
economical installation concurrently with overhaul
of the aircraft.

GAO recommended that:

The Army require responsible commanders to
specifically justify delays in modification work.

Adequate controls be established to insure that
no modification work order is approved unless a
statement of all prerequisites for completion of the
work as well as anticipated penalty for nonadoption
of the modification is prepared and reviewed.

Recommendations for management of aircraft
modifications, as presented by Army Aviation Sys-
tems Command officials to the Army Materiel Com-

mand and the Army Deputy Chief of Staff for
Logistics, be given immediate attention by the
Army.

The Army improve management controls to
insure that officials who are responsible for signifi-
cant modification programs have continuous visi-
bility of the status of modification work order Kkits
from the time the contractor delivers them to the
time they are used.

GAO also made other recommendations to improve
management of modification Kkits.

The Army implemented the third recommendation,
but took no position on the other three recommenda-
tions pending completion of its own study and of a
joint study of the subject being performed by the three
military departments. (Report to the Congress, B-
157373, Jan. 14, 1970)

208. Construction Standards.— GAO reviewed
the procedures and practices followed by the Gen-
eral Services Administration (GSA) in maintaining
overall construction standards, used in developing
plans and specifications for individual public building
construction projects, to determine whether GSA



had been updating and improving its standards to
keep them abreast of regional offices' construction
experience.

Because individual project specifications were re-
vised by field staffs with little apparent thought given
to whether the construction standards should also
be revised, GAO suggested that approval of changes
to project specificationswhich are based on GSA con-
struction standards be accompanied by a considera-
tion of whether changes in the related standards are
also warranted.

GSA revised its procedures for processing project
change orders to require that copies of all change
orders and the reasons for the changes be channeled
to the central office for review and revision of the
construction standards where warranted. GAO be-
lieves that the value of the revised procedures would
be enhanced if the regional offices would suggest re-
Visions and submit their reasons when they believe
the standards should be revised. (Report to the Ad-
ministrator of General Services, B—118623, Mar. 17,
1970)

Utilization and Disposal of Property

209. Management of Military-Owned Household
Furnishings Overseas. — The Department of Defense
has household furnishings representing an investment
of over $500 million, of which about $340 million
worth are in overseas locations, including Alaska
and Hawaii. Funds approved for procurement of new
furnishings under the overseas household furnishings
program have averaged about $17 million in each of
the fiscal years 1967 through 1969. GAO reviewed
the overseas household furnishings program to identify
areas where management improvement appeared to
be needed.

Each of the military departmentswas practically in-
dependent in managing and operating its portion of
the program and there was a need to improve cen-
tralized management of the program. At 11 installa-
tions GAO found that the military departments were:

Using differing and inadequate methods for de-
termining requirements, which resulted in the ac-
cumulation of excess inventories of about $1.6
million.

Providing different styles and finishes of furnish-
ings, thereby hindering consolidated procurements
and interservice use of furnishings.
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Using differing methods and criteria for repair-
ing, maintaining, and disposing of unserviceable
furnishings.

GAO suggested that the Secretary of Defense take
those actions necessary to:

Establish uniform realistic methods of comput-
ing furnishings requirements.

Promulgate uniform criteria for determining
whether to repair or replace furnishings in conjunc-
tion with a requirement for comparing the relative
advantages of repairing either in-house or by
contract.

Promote procurement and use of furniture which
is alike in style, color, and finish by all installations
in the same geographical area.

Increase the use of consolidated procurements
when advantageous to do so.

Establish policies and procedures to increase inter-
service transfer and use of excess furnishings.

Emphasize the need for review of household fur-
nishings activities either by members of his own
staff or by other internal audit groups.

The Department of Defense concurred in these con-
clusions and suggestions and stated that immediate
steps would be taken in line with GAQO’s suggestions.
(Report to the Congress, B-167490, Nov. 25, 1969)

210. Managementof Military-Owned Household
Furnishings in the Contiguous United States.— In
November 1969 GAO issued a report to the Congress
on management of household furnishings at military
installations overseas, including Alaska and Hawaii.

In a similar review at military installations within
the contiguous United States, GAO found that the
instruction of the Department o Defense governing
the providing of household furnishings did not con-
tain adequate guidance to insure adherence to the
policy established by the Bureau of the Budget. The
Bureau's Circular No. A-15, as revised in May 1962,
states that Government-owned furnishings are not,
with certain exceptions, to be provided in housekeep-
ing quarters within the United States. In authorizing
the exceptions, the Bureau specified the conditions
which must exist, or the determinations which must be
made, to justify providing furnishings under the
exception.

Tests at six military installations of the three mili-
tary departments showed that the installations did not
have procedures to insure that individuals receiving
.Government-owned furniture were entitled to such
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furniture under the provisions of the Bureau’s Circular
No. A-15.

Officialsof the Department of Defenseadvised GAO
that the practice of providing furniture at installations
within the contiguous United States would be phased
out, as stocks were depleted, and that procurement of
new furniture had been curtailed.

GAO suggested that the Secretary of Defense:

Prescribe procedures to be followed by the mili-
tary departments to insure compliance with the
policy of the Bureau of the Budget on providing fur-
niture for housekeeping quarters within the United
States.

Emphasize that military personnel must rely on the
use of their own furniture.

Consider transferring unneeded furniture, being
retained for housekeeping quarters within the
United States, to nonhousekeeping quarters and to
overseas housekeeping quarters where needed.

The Department of Defense concurred and, on
March 11, 1970, issued instructions to the military
departments which restrict the providing and repair-
ing of supplemental Government-owned furniture and
should facilitate redistribution within the United
States. These instructions reflect more closely the in-
tent of the policy of the Bureau of the Budget. (Report
to the Congress, B—-167490, May 14,1970)

211. Transfer of Excess Property to Military
Affiliate Radio System. — The Military Affiliate Radio
System was established by the Department of Defense
(DOD) to provide auxiliary communications to mili-
tary, civil, and disaster relief officials on a local, na-
tional: and international basis during periods of emer-
gency. Generally, the System handles a large volume
of quasi-official messagesand phone calls for the morale
of military and U.S. Government civilian personnel
throughout the world. Units of the System operate
within each of the military departments. The System
includes radio stations, clubs, and operators, both civil-
ian and military.

Transfers of excess and surplus Government prop-
erty are made to the System on a priority basis pri-
marily to supplement and improve the operating capa-
bility of member stations. GAO made a review to
ascertain the validity of the System’s requirements for
transferred property and the adequacy of its controls
over the property.

During fiscal year 1968, the Army, Navy, and Air
Force Military Affiliate Radio System organizations
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acquired excess and surplus Government property
originally costing $56 million. Substantial quantities
of the property were not needed by the organizations
that acquired them but were needed, in many instances,
by other Government agencies. The Military Affiliate
Radio System exercised little control over either the
property acquired and held in its warehouses or the
property issued to individual members. Equipment was
issued to individual members without consideration of
their needs, or their ability to use certain types of
equipment, and to former members no longer entitled
to receiveit.

GAO recommended that the Office of the Secre-
tary of Defense establish adequate procedures and
controls that would :

Limit the transfer of excess and surplus property
to the Military Affiliate Radio System to only that
property which is needed and can be used by mem-
ber stations to improve their operating capability.

Provide adequate accountability for excess and
surplus property transferred.

Require accountability over property issued to
members and recovery of property from former
members.

Promote increased emphasis by management re-
view groups, including internal auditors, on review
of Military Affiliate Radio System activities.

DOD concurred in GAO’s conclusions and recom-
mendations and advised that more effective, uniform
procedures would be developed for the acquisition, dis-
tribution, and use of Government property by the
System and that action had been taken to increase
the surveillance of the operations of the System by man-
agement review groups. (Report to the Congress,
B-144239, Feb. 27, 1970)

212. Utilization of Oceanographic Research
and Survey Ships. — Oceanographic research and sur-
vey ships operated by the Environmental Science
Services Administration (ESSA),Department of Com-
merce, averaged much less time at sea than did similar
research ships operated by the Military Sea Trans-
portation Service (MSTS). GAO concluded that,
through increased usage, ESSA could carry out more
missions or could release four ships. Further, planned
ship requirements could be reduced by seven ships.

Estimated savings in operating costs of about $888,-
000 annually could be achieved if four fewer shipswere
to be used and savings in ship construction costs of
about $59.3 million could be achieved over a 10-year
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The Ocean Surzey Ship, Oceanographer, operated by the Environmental Science Services Administration.

period if planned ship requirements were reduced by
seven ships.

GAO recommended that, in order to obtain in-
creased ship usage, the Secretary of Commerce re-
quire ESSA to establish a manpower reserve similar to
that maintained by MSTS and to schedule available
and necessary research and survey work in warm water
areas during winter months. It was also recommended
that increased utilization be considered when construc-
tion of additional shipsis planned.

GAO was informed that utilization would be in-
creased as more funds and personnel became available
and that acquisition of new ships would be deferred
until the present fleet reached optimum utilization.
(Reportto the Congress, B—133188, Jan. 16, 1970)

213. Use of Competitive-Bid Basis for Selling
Silverto Small Business Concerns — GAO suggested
that, in order to obtain the full benefits of price com-
petition from the sale of excess silver to small business
concerns, the Treasury Department require the Gen-
eral Services Administration (GSA),the selling agent,
to sell such silver on a sealed competitive-bid basis but
at not less than an established minimum acceptable
price. Salesto small business concerns were being made
on a noncompetitive basis at the lowest bid price ac-

cepted in concurrent competitive sales in which small
business concerns had broadly participated.

GAO estimated that future sales to small business
concerns on a competitive-bid basis could result in
about $505,000 additional revenue to the Government
for the remaining quantity of silver available for sale.

The Treasury Department stated that it was in ac-
cord with GAO’s general conclusion that the best as-
surance to the Government that the silver would be dis-
posed of at a fair price was to obtain competitive bids,
and that the suggested method for sales of silver to
small business concerns had been adopted. (Reportto
the Congress, B-163084, Aug. 4, 1969)

214. Management of Government Owned and
Leased Real Property Overseas.—GAOQO’s review of
the foreign buildings program of the Department of
Statewas directed primarily toward examining into the
efficiency and effectiveness with which real property—
i.e,, land and buildings —had been acquired and man-
aged by the Department for its overseas diplomatic and
consular establishments and for certain other Govern-
ment agencies. GAO's work was performed at nine dif-
ferent foreign posts located in Europe, the Far East,
Southeast Asia, Africa, and South America.

GAO concluded that there was a need for improve-
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ment in a number of areas in the foreign buildings
program : (1) there was a need for better overall man-
agement controls of the program, (2) there were
accumulations of Government-owned property not cur-
rently required but retained for a remote future need,
(3) there were instances of valuable properties being
used uneconomically, (4) there were acquisitions of
building designs that were not adequately coordinated
with planned construction, (5) embassy officials had
not required lessors to adhere to stipulations relative to
alteration, improvement, and repair of property held
under shart term lease conditions, (6) Department reg-
ulations do not provide guidance as to the magnitude
of costs for alterations, improvements, and repairs on
Government-owned property that are to be capitalized,
and (7) there was a need for more accurate and in-
formative real property records and reports in order
that the program can be more effectively administered.
In addition, there was a need for greater internal audit
surveillance by the Department.

GAQO’s recommendations were aimed at strength-
ening the administration and management of the for-
eign buildings program. Department of State officials
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agreed in principle with most of the recommendations
and stated that these findings and recommendations
have made a constructive and useful contribution
toward long term improvement of the foreign build-
ings program. The Department’s plan of action to
meet the objectives of the recommendations includes
improvement of guidelines and criteria, modification
of the accounting system, development of a manage-
ment information system, and improvement of evalu-
ation and planning activities.

In addition to the recommendations to the Depart-
ment, GAO proposed two matters for consideration
by the Congress. Opportunities exist at several loca-
tions for substantial savings in leasing and building
operation costs by disposing of uneconomical prop-
erties and constructing new buildings. Also, the De-
partment has acquired real properties which either
were not presented to the congressional authorization
committees for consideration and approval or cost
substantially more than cost estimates originally pre-
sented to the committees. GAO reported these mat-
ters so that the Congress could consider strengthening
its controls over the foreign buildings program. (Re-
port to the Congress, B~146782, Sept. 30, 1969)
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TRANSPORTATION ACTIVITIES

Traffic Management

215. Use of Government-Owned Shipping Ca-
pacity. —In April 1965 GAO reported to the Congress
on the operation of duplicate ship services between
New Orleans and the Panama Canal Zone by the
Panama Canal Company and the Military Sea Trans-
portation Service. The 1965 report showed that an
estimated $1.2 million could be saved annually
through consolidation of transportation services—dis-
continuing use of one of two military-operated vessels,
curtailing substantially the use of commercial carriers,
and making greater use of the Panama Canal Com-
pany ship, the SS Cristobal, for transporting Govern-
ment cargo and passengers between New Orleans and
the Canal Zone.

GAOQ’s followup review showed that the military
subsequently stopped using both of its vessels and then
shipped the bulk of the military supplies to the Canal
Zone on commercial vessels although quantities of the
dry cargo could have been carried by the SS Cristobal.
GAO estimated that the Department of Defense
(DOD) could reduce the transportation costs of the
Government by about $700,000 annually by making
optimum use of the dry-cargo capacity of the SS
Cristobal.

GAO believes that DOD did not make optimum
use of the vessel because of actions taken at various
operating levels within the Department of the Army
which had the effect of restricting such use. GAO
therefore proposed that the Secretary of Defense im-
plement earlier DOD instructions that optimum use
be made of the available cargo capacity of the SS
Cristobal.

The Deputy Assistant Secretary of the Army (I&L)
concurred in this finding and proposal. He advised
GAO in November 1968 that military representatives
in New Orleans had been requested to increase mili-
tary dry subsistence shipments from 100 to 500 meas-
urement tons on southern sailings of the SS Cristobal.
However, the military continued to make only limited
use of the SS Cristobal. It was not until March 1969,
after GAO had called a meeting to formulate an effec-

tive working agreement between all parties concerned,
that military operating officials began to implement
instructions to make optimum use of the cargo carry-
ing capacity of the SS Cristobal. (Report to the Con-
gress, B—-114839, Nov. 6, 1969)

216. Direct Routing of Military Mail Ship-
ments.—GAQO’s review o military mail shipments
from Okinawa to Vietnam and Thailand during cal-
endar year 1968 showed that most of the shipments
were backhauled to Japan and then shipped on com-
mercial or military aircraft to final destination. This
circuitous routing was used even though there was
sufficientunused space on direct Military Airlift Com-
mand flights to Vietnam to accommodate these ship-
ments and there was adequate intratheater airlift to
accomplish subsequent delivery of the Thailand ship-
ments. In addition, the Department o Defense
(DOD) was incurring costs for intermediate handling
of mail shipments in Japan and was delaying the de-
livery of the mail by using the circuitous route.

GAO proposed to DOD that available space on
direct Military Airlift Command flights be used to
move military mail when direct commmercial U.S.-flag
service was either not available or was inadequate.
In response, DOD officials informed GAO that sub-
stantial amounts of mail were being carried on mili-
tary aircraft from Okinawa to Vietnam and Thailand
and that the circuitous routing of mail had been dis-
continued. GAO subsequently determined that use of
the more direct military flights resulted in savings of
about $606,000 in the cost of commercial air trans-
portation, for the 12-month period ended Septem-
ber 30, 1969. (Report to the Congress, B-165683,
Mar. 31, 1970)

217. Improved Selection of Air Carriers— The
Department of Defense (DOD) uses two types of
commercial air carriers to transport its air-eligible
cargo: direct air carriers, engaged directly in the
operation of aircraft; and indirect air carriers, car-
riers who do not actually operate aircraft. The latter
type includes air freight forwarders.
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Air freight forwarders, as indirect air carriers, pro-
vide services similar to those of the direct air car-
riers, except for actual aircraft operation. In some
cases forwarders operate their own vehicles to pro-
vide pickup and delivery service to and from airports.
Some also maintain terminals at large airports for the
purpose of consolidating small shipments.

GAOQ'’s review was directed to determining whether
DOD was using the most economical commercial air
service consistent with the needs of the military de-
partments and no effort was made to evaluate the
overall air cargo program of DOD.

Substantial savings could be achieved on future
air shipments through a more informed and careful
selection of air carriers. Estimated savings of over $1
million could have been achieved in fiscal year 1967
if direct air carriers had been used, where less costly,
rather than air freight forwarders. In GAQO’s opinion,
DOD did not realize compensatory benefits, such as
faster delivery time, to offset the higher cost of using
the forwarders’ services.

During the review, GAO made several proposals
designed to reduce transportation costs through a
more informed selection of air carriers for the move-
ment of air cargo. Action should be taken to insure
that installation transportation officers obtain routing
advice from the Military Traffic Management and
Terminal Service on domestic air shipments as pre-
scribed by regulations, and that transportation offi-
cers be furnished the necessary rate and service infor-
mation to enable them to select the low cost air car-
riers. It was also proposed that international air
freight forwarders be required to obtain approval of
the originating transportation officer before using a
foreign-flag carrier to transport a DOD shipment.

Department of Defense officials agreed that im-
provement could be made in the selection of air car-
riers and that the transportation expertise of the Mili-
tary Traffic Management and Terminal Service should
be used more frequently and extensively.

The actions taken by DOD subsequent to GAO’s
proposals have resulted in annual savings of about
$973,000. (Report to the Congress, B—162840, June
15, 1970)

218. Air Force Logistics Airlift System.—The
Air Force contracts for a logistics airlift system with
commercial carriers to ship high priority cargo within
the continental United States. This system, known
as LOGAIR, costs the Air Force about $35 million
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annually. Its primary function is to provide daily sup-
port for all firstline weapon systems of the Air Force.
Another important function is to provide support to
Air Force bases in remote areas which lack adequate
commercial transportation. GAO made a review of
the management of the LOGAIR system.

The cargo capacity requirements for LOGAIR
were not forecast accurately. On some routes, more
capacity was scheduled than needed; on others, less
was scheduled than needed. The cost of day-to-day
operations could be reduced by:

Establishing controls to encourage prompt revi-
sions to existing routes thereby avoiding the costs of
chartering extra flights to provide additional
capacity.

Reducing the number of flights to some stations.

Using truck service instead of LOGAIR service
between stations near one another.

Attaining greater utilization of available aircraft
space by improving the procedures for making cargo
available for movement by LOGAIR.

GAO proposed that the Air Force Logistics Com-
mand (AFLC) devise a system that would enable it to
accumulate accurate and complete data with respect
to the movement of cargo eligible for air transport
throughout the continental United States. GAO fur-
ther proposed that (1) AFLC study the possibility of
using automatic data processing equipment to assist
in solving the difficult problem of constructing and
revising LOGAIR routes that provide optimum serv-
ice at minimum cost, (2) the Air Force evaluate the
need for more than one daily LOGAIR flight to loca-
tions other than its Air Materiel Areas and Aerial Ports
of Embarkation, and (3) AFLC take appropriate
action to insure that the potential benefits of LOGAIR
are fully exploited by its users. In addition, the Secre-
tary of Defense should see that an analysis is made of
the possibility of substitutingtruck servicefor LOGAIR
between stations less than 100 miles apart.

The Air Force concurred in general with GAQO’s
findingsand proposals and stated that:

Action has been started to standardize procedures
and improve accuracy of forecasts of airlift
requirements.

The frequency of LOGAIR serviceto one station
had been reduced.

Five installations previously served by LOGAIR
will be served by truck operations from other nearby
LOGAIR stations.



Corrective actions to attain more effective utiliza-
tion of LOGAIR aircraft had been initiated at sev-
eral installations and will be applied to other
LOGAIR stations where practicable.

(Report to the Congress, B-157476, Dec. 18, 1969)

219. Operation of Government-Owned Ves-
sels.—During a period of considerable reduction in
sealift requirements in support of military activities in
Southeast Asia, additional costs of about $658,000
were incurred because Government-owned vessels
were placed in reduced operational status at com-
mercial piers rather than being placed at Maritime
Administration, Department of Commerce, national
defense reserve fleet sites. GAO believes that this

situation occurred because neither Maritime nor the
Department of the Navy considered using reserve fleet
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sites even though, considering operational require-
ments, their use would have resulted in overall sav-
ings to the Government.

GAO recommended that the Maritime Administra-
tor take action with the Navy to provide for either
Maritime or Navy to determine, prior to placing each
vessel in reduced operational status, whether use of
areserve fleet site, rather than a commercial site, would
be preferable.

GAO was advised in March 1970 that Maritime
and the Navy had reached an understanding that all
ships going into reduced operational status will be
placed in a reserve fleet site. This understanding will
become part of a revised memorandum of agreement
between Maritime and the Navy. (Report to the Con-
gress, B—118779, Feb. 24, 1970)
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MISCELLANEOUS

User Charges

220. Rental Charges for Occupying Space in
Government Building. —The Farm Credit Admin-
istration (FCA) had, as a long standing practice, oc-
cupied space in the South Building of the Department
of Agriculture in Washington, D.C., on a rent free
basis and had not assessed the Farm Credit System
organizations it supervises for the cost of this space.

On the basis of a review of the laws pertaining to
FCA and the related legislative histories and Govern-
ment policy as expressed in Bureau of the Budget
Circular No. A-25, GAO stated the opinion that,
although it is legally proper for FCA to occupy space
on a rent free basis, FCA should assess the organiza-
tions it supervises a reasonable charge for the space
occupied by FCA. The legislative history further indi-
cated that the Congress intended that the Government
eventually be relieved of all costs of administering the
Farm Credit System.

GAO recommended, therefore, that FCA assess the
organizations of the Farm Credit System for the cost
of the space and that the receipts be covered into the
general fund of the Treasury. GAO’s recommendation
was being considered by FCA. (Report to the Gover-
nor, FCA, B-114806, Aug. 26,1969)

221. Costs of Services of a Public Benefit
Nature Recovered Through User Fees.—The ac-
counting records maintained by the individual divi-
sions of the Consumer and Marketing Service
(C&MS) , Department of Agriculture, showed that for
fiscal years 1967 through 1970 about $8.6 million in
costs identified by C&MS as having been incurred for
services of a public benefit nature had been or would
be recovered through fees assessed users of agricultural
commodity inspection and grading services. Recovery
of these costs appeared to be contrary to the general
Government policy which? in effect, provides that
costs of providing services of a public benefit nature
are to be financed from appropriated funds.

C&MS receives appropriated funds each year to
finance the cost of furnishing inspection and grading
services of a public benefit nature, but its requests for
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such funds are based on previous years’ appropriations
rather than on estimates of the cost of furnishing such
services. Its budget justifications have not contained
specific information as to the amount of such costs
that are to be recovered through fees.

GAO believes that C&MS’s practice of recovering
more than one-half of the public benefit costs through
fees should be brought to the specific attention of the
Congress. The Administrator, C&MS, agreed with the
recommendation that future budget justifications
clearly show the estimated amount of such costs ap-
plicable to the inspection and grading of agricultural
commodities that will be recovered through fees
charged to users of the services. (Report to,the Admin-
istrator, C&MS, Mar. 30, 1970)

222_ Computation of Fees for Providing Inspec-
tion and Grading Services.— The method followed
by the Consumer and Marketing Service (C&MS),
Department of Agriculture, in establishing charges for
agricultural commodity inspection and grading services
did not accurately recover the cost of providing such
services. For example, in one C&MS division, charges
during fiscal years 1968 and 1969 under cooperative
agreements with State agencies exceeded C&MS
related costs for supervision and overhead, while
charges for inspection and grading performed by
Federal employees were too low to provide for full
cost recovery.

Also, two of three methods used by C&MS in com-
puting fees for its various types of Federal inspection
and grading services may have resulted in inequitable
charges to users of such services.

GAO recommended that, pending the development
and implementation of a revised accounting system,
C&MS make studies to develop information to establish
charges which adequately recover costs and are equit-
able. It was also recommended that the revised ac-
counting system provide for the accumulation on a
current and recurring basis of all direct and indirect
costs by individual voluntary inspection and grading
activities with appropriate segregation of public benefit
and special benefit costs.



The Administrator, C&MS, informed GAO that, be-
cause the new accounting system was scheduled for full
operation in the near future and for other reasons, he
preferred not to make the cost studies recommended
but that the revised accounting system would provide
the information GAO had suggested. (Report to the
Administrator, C&MS, Mar. 30, 1970)

223. Charges for Calibration Services.—The
National Bureau of Standards, Department of Com-
merce, calibrates instruments for the Nation’s scientific
and industrial community —both in Government and
private industry —and charges fees to recover the cost
of providing this service.

Fees charged during fiscal years 1966 through 1968
for calibrating instruments for private industry were
not high enough by about $824,500 to fully recover
operating costs, building depreciation, and depart-
mental overhead. The Department of Defense, how-
ever, was overcharged $806,000.

After receiving a draft of GAOSs report, the Bureau
began on July 1, 1969, to charge revised rates which
should result not only in the Bureau’s recovering its
costs for calibration services but in equitable charges
as between Government agenciesand private users.

Inasmuch as the Bureau did not include a factor for
building depreciation and departmental overhead in
its charges for other work performed for private indus-
try, GAO recommended that a factor for these costs be
included. (Reportto the Congress, B-115378, June 18,
1970)

224. Fees Charged for Special Benefits. —Fees
charged by the Immigration and Naturalization Serv-
ice (INS), Department of Justice, during fiscal year
1967 for various services fell short of recovering costs
by about $600,000 overall. Fees for certain services
were insufficient, by about $2.8 million, to recover costs
while fees for other services exceeded costs by about
$2.2 million.

The underrecovery of costs was attributable prin-
cipally to the use of fees that had been established by
statute. Although the law was changed in October
1968, to authorize the Attorney General to set these
fees, none had been revised as of June 30, 1969. Other
underrecoveries occurred because INS, in computing
costs for services for which it had authority to set fees,
did not use current average salary costs and time re-
quirements and did not include all fringe benefit costs
or certain other indirect costs.

The Department informed GAO in April 1969 that

SECTION |

its cost computation procedures had been revised, that
cost data were being reviewed to insure that all perti-
nent current costs would be included, and that it would
release a new fee structure.

Also, GAO estimated that fees charged by U.S.
marshals during fiscal year 1968 for serving processes
for private litigants were insufficientby about $470,000
to recover costs. This estimate was based on statistical
analyses because the marshals did not maintain records
on the number of processes served, the fees collected, or
the costs incurred in providing the services.

The Department informed GAO in April 1969 that
it was considering proposing legislation, as GAO had
recommended, which would authorize it to adjust the
fees or would revise the fees, which are presently pre-
scribed by law, and that it concurred with GAOs
recommendations for determining costs of services pro-
vided by the marshals.

During fiscal year 1970, the Department increased
11 INS fees, some of which previously fell short of
recovering costs, but did not reduce any of the fees
which had exceeded costs. By the close of the fiscal
year, the Department had not proposed legislation to
revise the fees charged by the marshals. (Report to
the Congress, B-125051, Oct. 7, 1969)

225. Unrecovered Costs of Address Correction
Service.— GAO estimated that, of the costs incurred
by the Post Office Department for providing ad-
dress correction service to postal patrons in fiscal
year 1969, at least $2.8 million was not recovered
from users of the service. The service consists of send-
ing a notice of address change to the sender of any
piece of mail undeliverable as addressed if the new
address is known by the post offices.

The Postmaster General concurred in the proposal
that the Department make a cost study to ascertain
the fees that should be charged to recover the full costs
of this service and stated that such a study had been
undertaken. (Report to the Congress, B-114874,
May 22, 1970)

Communications

226. Use of Federal Telecommunications Sys-
tem.— The Washington Metropolitan Area Transit
Authority (WMATA) purchased commercial tele-
phone service from the Chesapeake and Potomac Tele-
phone Company at an average monthly cost of $2,508.
GAO estimated that similar telephone service, sup-
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plied by the Federal Telecommunications System
(FTS) would cost approximately $1,052 a month.

After this matter was brought to his attention, the
General Manager of WMATA informed GAO that
conversion to FTS was tentatively scheduled for July 1,
1970. (Report to the General Manager, WMATA,
July 15, 1969)

227. Establishment of a Unified National Com-
munications System.—On August 21, 1963, the
President directed the establishment of a unified Na-
tional Communications System (NCS) in order to
strengthen the communications support of all major
functions of the Government. The objective was to
provide necessary communications for the Govern-
ment under all conditions ranging from normal situ-
ations to national emergencies and international crises,
including nuclear attack.

GAO found that many of the issues and problems
that were hampering attainment of the objectives of
the NCS were of long standing and in need o early
resolution. The interest and concern expressed over
the years by a number of congressional committees
have not been dealt with in bringing about improve-
ments in the policy formulation and direction of the
telecommunications resources of the Government. In
the years that have elapsed since the President directed
that the NCS be established, hundreds of millions of
dollars have been expended annually in the procure-
ment, construction, operation, and maintenance of
component networks with little effective centralized
direction and control.

Except for the President of the United States, there
was no individual or organization in the Government
with the authority, stature, and resources to provide
the essential policy, direction, and control required to
establish a unified system. Authority and responsibility
were widely dispersed among the various departments
and agencies involved. The functions of basic plan-
ning and general design control were performed largely
in an agency-oriented environment rather than in an
NCS frame of reference. Consequently there was no
basic plan to chart the course of the NCS from its
present confederation of agency networks to the goal
of a unified system. But even if there were such a plan,
there was no effective or authoritative overview to
insure that agency planning and funding conformed
with the plan.

GAO recommended that the President give consid-
eration to a major realignment, of the existing struc-
ture and organizational arrangements of the NCS,
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which would establish an organization with sufficient
stature, authority, and resources to provide a strong
central authority as a focal point in telecommunica-
tions matters.

The Special Assistant to the President for Tele-
communications assured GAO that the recommenda-
tion would be given thorough consideration. Other
executive branch agencies and offices also recognized
the need for a strengthened policy-making structure.
There was, however, a diversity of opinion among
them as to the organizational activity to which cer-
tain of the roles and functions should be transferred.

Reorganization Plan No. 1 of 1970, dated Feb-
ruary 9, 1970, established a new Office of Tele-
communications Policy in the Executive Office of the
President. This action was in accordance with GAO’s
recommendation that a central policy-making focal
point for Government telecommunications be estab-
lished. Thus far, however, action has not been taken
to transfer the roles and functions of the Executive
Agent and Manager of the National Communications
System to the new Office. (Report to the Congress,
B-166655, July 14, 1969)

228. Claims for Termination of Communica-
tions Services.— GAO reviewed the settlement of
claims for termination of services, involving the use
o specially constructed communications facilities and
equipment, because it learned that the Defense Com-
munications Agency (DCA) could not evaluate effec-
tively the acceptability of amounts charged for such
terminations by American Telephone and Telegraph
(AT&T) and its associated companies.

Rates and charges for interstate communications
services are established in tariffs filed with the Federal
Communications Commission (FCC) by communica-
tions carriers. When such services involve the use of
specially constructed facilities or equipment—as was
the case in the settlement of claims GAO reviewed—
the tariffs specify that the user must pay for the service
for a specified number of years, generally no more than
10 years. If the user discontinues the service before the
specified period has expired, he must pay a termina-
tion charge. The maximum amount of the termination
charge is specified in the tariff and is based upon cost
estimates prepared by the carrier. FCC believes that
termination settlements should be based upon the un-
recovered portion of actual cost as long as the appro-
priate portion of the maximum termination liability is
not exceeded. However, it did not require the carrier
to submit actual cost data.



Although many other carriers provided cost data to
DCA or permitted access to their records, AT&T and
its associated companies did not determine or provide
the actual costs applicable to the terminated portion of
specially constructed facilities and equipment. DCA
therefore had no way of evaluating the acceptability
of termination charges proposed by AT&T and its as-
sociated companies, except by applying broad gauge
comparisons of construction costs or by comparing
charges of one carrier with those of another carrier.

In two cases in which special circumstances existed
and cost data were made available by one d AT&T’s
associated companies, the actual costs of the interstate
portions were less than the estimates—by 24 percent
in one case and 40 percent in the other. GAO there-
fore concluded that obtaining actual cost data in such
cases could result in smaller and more reasonable ter-
mination settlements with resultant savings to the
Government.

GAO suggested that the Secretary of Defense ask the
FCC to revise its regulations to require that carriers
seeking settlements for termination of defense con-
tracts for communications services must provide DCA
with the actual costs of the specially constructed fa-
cilitiesand equipment applicable to the contracts being
terminated. It was further suggestedthat the Secretary
ask the FCC to provide the necessary audit effort to
insure that cost data submitted are accurate.

Prior to the issuance of GAO’s report, DOD and
AT&T held a series of meetings to devise mutually
acceptable corrective procedures. These meetings
produced an agreement with respect to specially
constructed facilities under which DOD (1) can
elect to have termination charges for specially con-
structed facilities based on actual costs, (2) will be pro-
vided supporting cost data, and (3) will be allowed
access to records. FCC representatives indicated in-
formally that procedures proposedby DOD and AT&T
to implement the agreement would be acceptable.
AT&T notified DOD that a revised tariff incorporating
these procedures would be filed with FCC to become
effective about November 15, 1969. Similaraction with
regard to terminations involving special equipment
was initiated but corrective procedures had not been
agreed upon at the time of issuanceof GAQOS report.

On the basis of the progress made to date, GAO is
hopeful that DOD and AT&T can reach a mutually
satisfactory solution to this problem that will be accept-
able to FCC. However, if a satisfactory solution is not
reached, GAO bhelieves that DOD should follow the
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suggestion, stated above, that it ask the FCC to revise
its regulations. (Report to the Congress, B-167611,
Dec. 9, 1969)

Miscellaneous Matters — General

229. Cost Reduction and Management Im-
provement Program.—In March 1965, the President
directed the head of each department and agencyin the
executive branch to put into effect a formal, organized
program to reduce the cost of Government. GAO re-
viewed the operation of the program — designated as
the cost reduction and management improvement pro-
gram—in five departments and agencies in view of the
program’s significanceand long range nature. The ob-
jective was to inquire into the manner in which it was
being carried out and to identify opportunities for
improvement.

Such a program could be a useful tool of manage-
ment in developing cost consciousnessin employees of
the Federal Government and in motivating the devel-
opment of cost-saving ideas and techniques. GAO
found that in some departments and agencies the pro-
gram had been aggressively implemented but in others
little effort had been made to use the program force-
fully for the purposes intended.

Although many worthwhile savings were reported,
improvement was needed in all aspects examined.
GAOs report to the Congress summarized its findings
and recommendations which had previously been in-
cluded in separate reports to the department and
agency heads.

In addition, GAO made a number of suggestions
informally to the Bureau of the Budget for modifying
or clarifying its instructions to the departments and
agencies for carrying out the program. (Report to the
Congress, B-163762, Oct, 15, 1969)

230. Stimulating industry in insular Posses-
sions.—As a means of stimulating the development
of light industry in the insular possessions, the tariff
schedules of the United States provide that articles
produced in the possessions may, if certain criteria
are met, be imported free of duty assessed by the Bu-
reau of Customs, Treasury Department. Fifteen watch
companies in the Virgin Islands made use of this
provision.

Four of the 15 watch companies operating in the
Virgin Islands as of June 30, 1968, not only benefited
from the importation of their products into the United
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States dutyfree, but also benefited from 10-yeargrants
of tax exemption and subsidy by the Government of
the Virgin Islands. GAO questioned the need for
continuing the tax exemption and subsidy benefits
for the four companies because of their substantial
profits.

In response, the Department of Commerce ex-
pressed the view that the watch companies no longer
needed the stimulus of tax exemption and subsidy
to continue profitable operations, and the Governor
of the Virgin Islands stated that the tax exemption
and subsidy grants for the four companies should not
be extended or renewed. (Report to the Congress, B-
114898, Mar. 25, 1970)

231. Cash Discounts on Purchases.— In fiscal
year 1969 the Bureau of Indian Affairs, Department
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of the Interior, lost an estimated $163,000 in avail-
able discounts through (1) delaysin processingvouch-
ers at field and area offices and at the data center
where all vouchers are processed for payment and (2)
failing to take discounts offered in cases where vouch-
ers were processed within the discount period. These
conditions resulted from inadequate control, supervi-
sion, and review.

In response to GAO’s finding, the Bureau issued in-
structions which provide for clear identification of
vouchers on which discounts are offered, expeditious
handling of such vouchers, monthly reporting of lost
discounts, and assignment of a Bureau official to over-
view the analysis of the lost discounts report. (Report
to the Commissioner, Bureau of Indian Affairs,
Apr. 28, 1970)
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INDEX BY GOVERNMENT AGENCY

Agency

AGRICULTURE. DEPARTMENT OF . . . . . . . . .. .. ...
Agricultural Stabilization and Conservation Service . . . . . . . . .
Commodity Credit Corporation . . . . . . . . v o v v v v v v v v .
Consumer and Marketing Service . . . . . . . . . . ... L
Farmers Home Administration . . . . . . . .. .. . ... .. ...
Food and Nutrition Service . . . . . . . .« ¢ v i o oo 0 e
Soil ConservationService . . v v v v v e e e e e e e e

ATOMIC ENERGY COMMISSION . . . . . . . . . . ... ...
CIVIL SERVICECOMMISSION . . . . . . . . . . . . oo

COMMERCE. DEPARTMENT OF . . . . . . & v v v v v e v v v
Economic Development Administration . . . . . . . . . . .. ..
Environmental Science Services Administration . . . . . . . . . ..
Maritime Administration . . . . . . . . . .. .. 000000 .
National Bureau of Standards . . . . . . . . . . .. ... .. ....

DEFENSE. DEPARTMENT OF . . . . . . . . . . . . . .. ..

Air Force. Departmentofthe . . . . . . . . . .. ... . ...
Army. Departmentofthe . . . . . . . . . .. 0000

Corps of Engineers (Civil Functions) . . . . . . . . . . . . . ..
Defense Communications Agency . . . . « « v v v v . . e e e e .

Defense SUpply Agency. . . . & v v v v i b i e e e e e e e e
Navy. Departmentofthe . . . . . . . . . . . . o o oo oo oo

DISTRICT OF COLUMBIA GOVERNMENT . . . . . . . . .. ..

EXECUTIVE OFFICE OF THE PRESIDENT

Bureauof theBudget . . . . . . . . . . . . . .. .o
Economic Opportunity. Officeof . . . . . . . . . . . . . . ...

EXPORT-IMPORT BANK OF THE UNITED STATES . . . .

FARM CREDIT ADMINISTRATION. . . . . . . . . . .. .. ..
GENERAL SERVICES ADMINISTRATION. . . . . . . . . . . . .

HEALTH. EDUCATION. AND WELFARE. DEPARTMENT OF . . . .
Education. Officeof . . . . . . . . . . . .. . ... .00
Food and Drug Administration . . . . . . . . . ... .. ... ...
Health Services and Mental Health Administration. . . . . . . . . .
National Institutesof Health . . . . . . . . . .. ... .. .. ...
Social and Rehabilitation Service . . . . . . . . . . .. ... ..
Social Security Administration . . . . . . ... ...

HOUSING AND URBAN DEVELOPMENT. DEPARTMENT OF

Item
24. 76. 79
1,2
3 4. 45 125
22, 23. 221. 222
43. 44. 46
5
59

62. 112. 119. 122. 123. 124
176. 177. 178. 179
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9. 10

129. 212

101. 128. 130. 147. 161. 219
127. 223

11. 12,24, 72a, 80, 81, 82, 88, 89a, 91.93.95.
96. 99. 106. 108. 109. 110. 115. 117. 118.
119, 141, 145, 146, 159, 167, 168, 169, 186,
188. 189. 195.200. 201.202.206. 209.210.
211.215.216. 217. 228

80. 120. 141. 169. 171. 186. 202. 206. 211.
218

11. 80. 97. 98, 100. 116. 117. 159. 166. 169.
172. 186. 187. 188. 190, 201. 207. 211

66. 67. 68. 69. 102. 126. 194

228

203. 204

72a. 94.95. 107. 110. 118.155. 169. 186.202.
206. 211. 219

92. 103. 113. 137. 170. 173. 184. 193. 226

24.51. 52
13

143
220
164. 195. 196. 208

25. 26. 27. 28. 29
18. 19. 48

24. 131

7.32.33

121

191

54. 55. 56. 57

47. 49. 50. 52. 58. 111. 148
121
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Agency

INTERIOR. DEPARTMENT OF THE
Federal Water Quality Administration .
Geological Survey
Indian Affairs. Bureau of
Land Management. Bureau of
Mines. Bureau of
National Park Service
Outdoor Recreation. Bureau of
Reclamation. Bureau of
Sport Fisheriesand Wildlife. Bureau of . .
Territories. Office of

JUSTICE. DEPARTMENT OF
LABOR. DEPARTMENT OF

NATIONAL AERONAUTICS AND SPACE ADMINISTRATION .

NATIONAL FOUNDATION ON THE ARTS AND THE HUMANITIES

NATIONAL SCIENCE FOUNDATION
POST OFFICE DEPARTMENT
RAILROAD RETIREMENT BOARD .
SMALL BUSINESS ADMINISTRATION

STATE. DEPARTMENT OF
Agency for International Development . .
Peace Corps

TRANSPORTATION. DEPARTMENT OF
Federal Aviation Administration
Federal Highway Administration
United States Coast Guard

TREASURY. DEPARTMENT OF THE .
Engraving and Printing. Bureau of
Internal Revenue Service
Mint. Bureau of the

UNITED STATES INFORMATION AGENCY
VETERANS ADMINISTRATION
MULTIAGENCY FUNCTIONS

122

Item

24. 69. 180
64. 65
51. 52. 53
20. 231
35

34

36. 37
38

70.71. 72
156

132

133. 162. 163. 181. 183. 224
8. 14. 15. 16. 17. 60. 61. 182
89. 105. 119. 197

21

114. 138. 198

87. 134. 175. 225

57. 139. 151

30. 40. 41. 42

75.76.77.78.79.81.87.88.153. 185. 214
73,74,75,76, 83, 84, 85, 86, 158, 199
142. 154

52

6

30. 31
135

149.213. 230
104
150
136

160
63. 140. 152. 165. 174
90. 144. 157. 192.205.227. 229
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INDEX BY FUNCTIONAL CLASSIFICATION OF THE FEDERAL BUDGET

Code Function Item

050 NATIONAL DEFENSE:

051 Defense—Military . . . . . . . . . . o oo e 11. 12. 72a. 81. 82. 88. 89a. 91. 93. 94. 95.
96. 97. 98. 99. 100. 106. 107. 108. 109.
110. 115. 116. 117. 118. 119. 120. 141
145. 146. 155. 166. 167. 168. 169. 171.
172. 186. 187. 188. 189. 190. 200. 201.
202. 203. 204. 206. 207. 209. 210. 211.
215.216. 217. 218

057 Militaryassistance . . . . . . . v v v v e h e e e e e e e 159
058 ATOMIC ENEIGY. « + & v v v v e e e e e v e e e e e e e e e 62. 112. 122. 123. 124
150 INTERNATIONAL AFFAIRS AND FINANCE:
151 Conduct of foreignaffairs. . . . . . . . . . . . . . . ... ... 77. 78. 79. 80. 153. 158. 185. 214
152 Economic and financial assistance . . . . . . . . . . . .. .. . . 73 74 75 76. 83. 84. 85. 86. 142. 143. 154.
160. 199
250 SPACE RESEARCH AND TECHNOLOGY:
251 Mannedspaceflight . . . . . . . . . . . ... ... .. ..., 89. 105. 197
350 AGRICULTURE AND RURAL DEVELOPMENT:
351 Farm income stabilization. . . . . . . . . .. ... 12 3 4 5 43 45 125
352 Rural housing and public facilities . . . . . . -
354 Agricultural land and water resources. . . . . . . e e e e e ... B9
355 Research and other agricultural services. . . . . . . . . . . . . . . 22 23 221. 222
400 NATURAL RESOURCES:
401 Water resources and POWEF . .+ v v v v v v v v e e e e e e e e 64. 65.66. 67.68.69. 70. 71.72. 102. 126. 194
402 Land management. . . . . . . .t e e e e e e e e e e e e e 35
403 Mineral reSOUMCES + . « + v v v v v v v e e e e e e e e e e 34
405 Recreational resources . . . . . . . v v h v e e e e e e 36. 37. 38. 156
409 Other natural resources programs . . . . . . . . . . . .+ . ... 515253
500 COMMERCE AND TRANSPORTATION:
501 Airtransportation . . . . . . . . . . . . . 4 i vt .. 6
502 Water transportation. . . . . . . . . . . . .. e e e e e e 101. 128. 130. 135. 147. 161. 219
503 Ground transportation . . . . . . . . . . . . 4 4 v ... . 3031
505 Postal service . . . . . . . e e e e e e e e e e e 87. 134. 175. 225
506 Advancement of business . . . . . . . . .. ... s e e+« . . 39.40.41.42. 127. 129.212. 223
507 Area and regional development . . . . . . . . . . . ... 9. 10. 231
550 COMMUNITY DEVELOPMENT AND HOUSING:
551 Concentrated community development . . . . . . . . . e e 13. 46
555 Low and moderate income housing aids. . . . . . . e e e+ e . . . 4950, 111
556 Maintenance of the housing mortgage market . . . . . . . . . . .. 58
600 EDUCATION AND MANPOWER:
601 Elementary and secondary education . . . . . . . . . .. .. .. 18. 19.20. 180
602 Highereducation . . . . . . . .. ... ... e e e a ... 47.48
604 Manpower training . . . . . . . . . 0w e e e e e e e e e e e 60. 61
605 Science education and basic research. . . . . . . . . . ... L. 114. 138. 198
609 Other manpower aids . . . . . . . .. e e e e e e .. .. 141516 17.21. 182
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Code Function Item
650 HEALTH:
651 Development of health resources . . . . . . . . . . . . . . . .. 7. 32. 121
652 Providing or financing medical services . . . . . . . . . . . . . . . 25. 28. 29. 33. 54. 55. 56. 57
653 Prevention and control of health problems . . . . . . . . . . . .. 131
700 INCOME SECURITY:
701 Retirement and social insurance . . . . . . . . . . 0 0 0 0 e . . 139. 151. 176. 177. 178. 179
702 Publicassistance. . . . v v v v h i e e e e e e e e e e e e e e 26. 27. 191
800 VETERANS BENEFITS AND SERVICES:
801 INCOMESECUNLY » + v v v v v e e e e e e e e e e e e e e e 63. 174
804 Hospital and medicalcare . . . . . . v v v o 0 e 0 e e 140, 165
809 Other veterans benefitsand services . . . . . . . . . . . . . . .. 152

900 GENERAL GOVERNMENT:

904 Central fiscal operations . . . . . . . v v v v v v e e 104. 136. 149. 150, 213

905 General property and records management . . . . . . . . . . . . . 164. 195. 196. 205. 208

906 Central personnel management . . . . . . . . . . . « . . . . .. 8

908 Law enforcementandjustice . . . . .« & . 0 0w e e 0w e 133. 162. 163. 181. 183. 224

909 National capital region . . . . . . . . . . . ..o 92. 103. 113.137.170.173.184.193. 226
910 Other general government . . . . . v v v v v v 4 v 0w e e 132
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FINANCIAL SAVINGS ATTRIBUTABLE TO THE WORK OF THE
GENERAL ACCOUNTING OFFICE. FISCAL YEAR 1970

Collections and Other Measurable Savings

(000 omitted)
Other
Collections measurable Total
savings
DEPARTMENTS
AMMY . L o o e e e e e e e e e e e e e e e e e e e e e e e e $697  $72. 049 $72. 746
Navy . . . e e e e e e e e e e e e e e e e e 553 7. 859 8 412
Air Force . . . . . . L L o o e e e e e e e e e e e e e e e e e e e e e e e 219 34. 020 34. 239
Defense . . . . . . . e e e e e e e e e e e e e e e e e e e e 170 36. 842 130.1 2
Agriculture . . . . o L e e e e e e e e e e e e e e e 2 137 139
COMMEICE. . . . . . v o i e e e e e e e e e e e e e e e e e e e e e 22 50. 400 50. 422
Health, Education,andWelfare . . . . . . . . . . .« . . . . e e e e e e e e 973 1069 2.042
Housingand Urban Development . . . . . . . . . .« o v v v v i e e e e . 2. 987 2.987
INTEriOr . . . . o e e e e e e e e e e e e e e e e e e e e e 7 3. 642 3. 649
JUSLICE . . . o e e e e e e e e e e e e e e e e e e e e .. 189 189
Labor. . . . . e e e e e e e e e e e e e e e e e e e e e e 3 2.500 2503
Post Office . . . . o i i e e e e e e e e e e e e e e e e e e e e e e e 231 1 000 1231
State (including AID, Peace Corps,and USIA) . . . . . . . . . . . oo 55 1981 2.036
Transportation . . . . . . . . e e e e e e e e e e e e e e e e e e e 363 916 1279
Treasury . . . o . v o e e e e e e e e e e e e e e e e e e e e e e e e e e 1035 1035
AGENCIES

Atomic Energy COmMMISSION . . . . . . . o v b e e e e e e e e e e e e 304 304
Civil AeronauticsBoard . . . . . . . . . . . e e e e e e e e e e e e e e P 16 16
CivilService Commission . . . . . . . v v i e e e e e e e e e e e e e e e e e 25 28 53
District of ColumbiaGovernment . . . . . . . . . . . . ..o e e e e 80 80
Federal Mediation and Conciliation Service. . . . . . . . . . . v v v v v v e e e .. 1 1
General ServicesAdministration . . . . . . . . . .. L e e e e e e 1 9,082 9. 083
National Aeronauticsand Space Administration. . . . . . . . . . . . ... ... ... 76 19 95
National ScienceFoundation . . . . . . . . . . . . . . . e e e e 1 50 51
Railroad RetirementBoard . . . . . . . . . . . . o e e e e e e e e e e e 1 .. 1
Selective ServiceSystem . . . . . . . . . L o e e e e e e e e e e e Lo 8 8
Veterans Administration . . . . . . . . . . L . e e e e e e e e e e e e e e 10 1.536 1546

Total for departmentsandagencies . . . . . . . . . . . . . .0 e . 3409  227. 750 231. 159
Transportationaudit . . . . . . . . . . L. o e e e e 16. 315 16. 315
General claims WOrK . . . . . . . o . o e e e e e e e e e e e 2. 627 2. 627

Total . . . . . e e e e e e e e e e e e 22.351 227.750 250. 101

1 Includes $10.151. 000 resulting from revenues of Defenseinternational activities.
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Details of Other Measurable Savings

Details of other measurable financial savings including additional revenues attributable to the work df the
General Accounting Office during the fiscal year 1970 totaling $227,750,000 are listed below. Approximately
$35 million of the savings or additional revenues are recurring in nature and will continue in future years. The
items listed consist largely of realized or potential savings in Government operations attributable to action taken
or planned on findings developed in GAQO’s examination of agency and contractor operations. In most instances,
the potential benefits are based on estimates and for some items the actual amounts to be realized are contingent

upon future actions or events.

Action taken or planned
Supply Management:

Reduced prices resulting from award of 3-year
rather than 1-year contracts for certain
operation and maintenance services—Air
Force (nonrecurring) .

Savings resulting from reductlon of stock Ievels
in Vietnam by taking into account the ac-
tual time experienced in obtaining replenish-
ment stock from U.S. supply sources—Army
(nonrecurring) . .

Savings resulting from reclamation of parts
from excess aircraft—Army and Air Force
(nonrecurring) ..

Savings resulting from ellmlnatlon cf over-
stated requirements for tanks and other
vehicles at the Army Ordnance Center and
School—Army (nonrecurring) . . . . . .

Savings resulting from strengthened procedures
of prime contractors in negotiating prices
of subcontracts for certain components—
Defense (nonrecurring and indeterminable
future savings) e e

Reductionin appropriation request for procure-
ment of spare aircraft engines by elimination
from stated requirements of duplicated
factors for contingencies—Navy (nonrecur-
ring) .

Price reductions under existing contracts or

proposed amendments resulting from reviews
of prices negotiated — Army, Navy, and Air
Force (nonrecurring) .

Material discovered in warehouses that was
not on inventory records and is expected to
be used as substitutes for purchases that
would otherwise have been made —General
Services Administration (nonrecurring)

Cancellation of overhaul contractors’ requisi-
tios for Government-furnished materials
resulting from strengthened controls over
such materials—Army and Air Force
(nonrecurring)

126

Estimated savings

$32,000,000

25,000,000

19,625,000

13,600,000

9,800,000

5,000,000

4,541,000

3, 150,000

1,400,000

Action taken oOr planned
Savings resulting from reduction in quantity
of spare parts for tanks shipped to Iran—
Defense (nonrecurring) . . . . . . . . .

Elimination of excessive charges for petroleum
products furnished by a nonappropriated
activity of the U.S. Civil Administration of
the Ryukyu Islands—Army and other Fed-
eral agencies (nonrecurring) . .

Practice of purchasing currency and bond
paper for the Bureau of Engraving and
Printing changed from a short term to a
long term basis— Treasury (nonrecurring) .

Use of long-supply and excess stocks as
Government-furnished material in produc-
tion of new aircraft and major aircraft com-
ponents—Navy (nonrecurring and indeter-
minable future savings) . . . . . . . . .

Savings resulting from cancellation of unneces-
sary procurement of telephone sets—Army
(nonrecurring)

Savings resulting from cancellation of action
to dispose of teletypewriters which could be
modified to meet alternative requirements —
Navy (nonrecurring) .

Savings resulting from improved surveillance
in Vietnam over open requisitions for stock
and cancellation of requisitions for stock no
longer needed—Army (nonrecurring and
indeterminablefuturesavings) .

Savings realized through the elimination of a
nonessential item from the General Services
Administration’s stores stock system (esti-
mated annual savings)

Savings resulting from volume procurements

of equipment by Atomic Energy Commis-
sion contractors (nonrecurring).

Savings resulting from identification of un-
recorded gas engine generators—Army
(nonrecurring) . . . . . . .. . .

Estimated savings

$1,200,000

655,000

577,000

561,000

440, 000

303,000

263,000

250,000

188,000

184,000



Action taken or planned
Supply Management—Continued

During the closure of Wheelus Air Force
Base, Libya, certain common use items were
reclaimed from disposal and placed into the
supply system or transferred to other bases
(nonrecurring) . .

Savings resulting from redlstrlbutlon Of excess
household furnishings for family housing at
military installations— Army (nonrecurring
and indeterminable future savings) .

Savings resulting from cancellation of planned
procurement of parachute release units be-
cause adequate but unrecorded quantities
were already on hand—Army (nonrecur-

ring) . . e e e
Savings resultlng from |mproved procedures
for computing requirements for aeronautical
supplies and cancellation of procurement
found to be unnecessary—Air Force (non-
recurring and indeterminable futuresavings).

Savings resulting from improved procedures
for maintaining stock records and cancella-
tion of procurement found to be unneces-
sary—Navy (nonrecurring and indeter-
minable future savings) .

Savings resulting from |dent|f|cat|on and
return to the Government of material
excess to the contractor’s needs under
completed contracts — Army (nonrecurring).

Savings resulting from recovery of recappable
tires from Air Force disposal yards and
transfer for the use of the Army (nonrecur-
ring) .

Changes made by two hospltals to comply
with the Social Security Administration’s
prescribed method for computing the share
of drug and medical supply costs to be allo-
cated to the Medicare program resulted in
reduced amounts paid by the Medicare
program to the hospitals—Health, Educa-
tion, and Welfare (nonrecurring) .

Savings resulting from procurement of an
aeronautical item from the manufacturer at
lower prices rather than through a prime
contractor— Air Force (estimated annual
savings) . .

Savings resultlng from cancellatlon of pro-
curement of aircraft brake assemblies and

repairing unserviceable assemblies on
hand —Air Force (nonrecurring).
Construction, Repair, and Improvement

Costs:

Future ship construction curtailed through
increased utilization of oceanographic re-
search and survey ships, based on resched-
uling ship operations and by implementa-
tion of a manpower reserve—Commerce
(nonrecurring) .

Estimated savings

$176,000

153,000

116,000

43,000

40,000

34,000

28, 000

26,000

12,000

10,000

50,300,000

Action taken or planned

Savings resulting from revision of criteria for
planning construction of mess halls and re-
consideration of construction projects previ-
ously approved — Army, Navy, and Air Force
(nonrecurring and indeterminable future
savings) .

Savings resulting from consolidation of design
and construction functions of the Navy in
Europe by disestablishing its London office
and transferring functions to a similar office
in  Madrid—Navy (estimated annual
savings) .

Reappraisal of construction contract resulted in
a credit change order because of decision
that insulation for cold water pipes was not
needed —Veterans Administration (nonre-
curring) .

Change in Federal participation for resurfacing
of an Interstate highway from 90 percent to
50 percent Federal financing—Transporta-
tion (nonrecurring)

Payments to Government Employees and

Other Individuals:

Savings resulting from establishment of a
centralized program for verifying that ad-
vance payments to military personnel are
collected by offsets against pay in subsequent
payroll periods—Army (estimated annual
savings) .

Savings resulting from revision of Joint Travel
Regulations to preclude payment to mem-
bers of the military uniformed services of the
maximum per diemallowance for travel when
commercial lodging is not required—De-
fense (estimatedannualsavings) .

Reduced costs from discontinuance of the
ABCD program which required same day
delivery of local first-class mail deposited by
11 a.m.—Post Office Department (estimated
annual savings) .

Termination of a special cost-of-living allow-
ance to certain employees in Vietnam —
State (estimated annual savings) .

Savings resulting from reductions of rental and
other separate allowances paid to Peace
Corps volunteers in Liberia—Peace Corps
(estimated annual savings)

Downward adjustments made in payments of
separate maintenance allowance to civilian
employees —Defense (nonrecurring).

Reduction of a Selective Service System State
Director’s time and salary while he was also

employed by the State—(estimated annual
savings) .

SECTION It

Estimated savings

$3, 160,000

560,000

36,000

16,000

10,000,000

8, 100,000

1, 000, 000

320,000

161,000

51,000

a, 000
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Action taken or planned
Contracting Policies and Practices:

Savings realized through the Government’s
exercise of an extended term rental option
offered by a corporation for selected ADP
equipment—General Services Administra-
tion (nonrecurring) .

Savings through the use of formal advertlsmg
procedures in establishing Federal Supply
Schedule contracts for light bulbs—General
Services Administration (estimated annual
savings) .

Savings through the use of formal advertlsmg
procedures in contracting for the bulk of the
Government’s automotive tire and tube
requirements——General Services Administra-
tion (estimated annual savings).

Contract with redeveloper amended to provide
for recovery of unallowable profit realized
on a transfer of interest in land in an urban
renewal project—Housing and Urban De-
velopment (nonrecurring) .

Transportation:

Reduction in cost of commercial air shipments
through improved selection of air carriers—
Defense (estimated annual savings) .

Savings in the cost of transporting military
cargo by greater utilization of the unused
capability of a Government-owned vessel
between New Orleans, La., and the Panama
Canal Zone—Defense (estimated annual
savings .

Savings resulting from use of fllghts of the

Military Airlift Command and commercial
carriers in the Pacific area in lieu of char-
tered flights—Army (estimated annual
savings) . .
Savings in the cost of shlpplng mllltary ma|I
from Okinawa to Southeast Asia through
use of unused space on direct military
flights—Defense (nonrecurring).

Savings resulting from use of Military Official
Mail Service rather than air parcel post for
shipment of certain supply parcels overseas—
Defense (estimated annual savings) .

Savings resulting from better utilization of
Government-owned refrigerated vessels for
transporting retrograde cargo from Germany
to the United States—Defense (nonre-
curring).

Savings resulting from reduced minimum
weight on exclusive use shipments via
motor carriers—Defense (estimated annual
savings)

Savings in cost to the Immigration and
Naturalization Service of returning aliens
to Mexico by (1) extensive use of Govern-
ment-owned buses in lieu of Government-
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Estimated savings

$2,260,000

2,000,000

1,400,000

123,000

973,000

700,000

621,000

606,000

232. 000

226,000

200,000

Actian taken or planned
owned aircraft and (2) elimination of lateral
movement of aliens between El Centro,
Calif., and El Paso, Tex.—Justice (esti-
mated annual savings) e e
Savings through elimination of excessive pro-
tection for shipments of perishable com-
modities—Commodity Credit Corporation
(estimated annual savings)

Savings resulting from use of surface transpor-
tation rather than air parcel post for
shipment of supply parcels to nearby desti-
nations—Army (estimated annual savings)

Savings in port demurrage costs through im-
proved procedures for documenting bills of
lading for export shipments of ammunition—
Navy (estimated annual savings, $30,000;
nonrecurring, $7,000) .

Savings resulting from use of rail carriers in lieu
of motor carriers for shipment of ammuni-
tion—Army (estimated annual savings)

Savings resulting from use of actual in lieu of
standard weights of pallets in shipments of
less than standard quantities of ammuni-
tion—Army (estimated annual savings)

Utilization by other Government agencies of
unused passenger seats on aircraft chartered
by an Atomic Energy Commission con-
tractor (nonrecurring) .

Disposal of seven motor vehicles without re-
placement and relocating 11 others to areas
of greater need thus avoiding the purchase of
new vehicles at these areas—Army Corps of
Engineers (nonrecurring) . .

Reduction in cost of delivering refrigerated
containers in Hawaii through use of Army
capability in lieu of contractor delivery—
Army (estimated annual savings) .

Savings resulting from the recovery of funds
(recorded in the Agency for International
Development’s accounts receivable) for
excess transportation costs in the shipment
of material to Vietnam under the com-
mercial import program—Agency for Inter-
national Development (nonrecurring)

Savings realized through use of more accurate
shipping weights for multifuel engines
shipped from Red River Army Depot, Tex.,
to Mobile, Ala.—Army (estimated annual
savings)

Interest Costs:

Changes in the Internal Revenue Code requir-
ing employersto pay Federal unemployment
insurance taxes on a quarterly rather than
on an annual basis thereby making funds
available to the Government at an earlier
date — Labor (estimated annual savings)

Estimated savings

$188,000

137,000

67,000

37,000

31,000

29,000

26,000

23.000

21,000

17,000

16, 000

2,500,000



Action taken or planned
Interest Costs—Continued

Savingsin interest cost through implementation
of the letter-of-credit procedures to provide
funds to local public agenciesonly as needed
to cover the costs of approved code enforce-
ment activities—Housingand Urban Devel-
opment (estimated annual savings)

Savings in interest costs resulting from elimi-
nation of contingency funds advanced to
Maritime Administration general agents—
Commerce (nonrecurring)

Automatic Data Processing Systems:

Procurement of peripheral components directly
from independent manufacturers instead of
from the system suppliers—Veterans Ad-
ministration (nonrecurring) R

Adoption of payroll system of another agency
in lieu of developing a new payroll system—
Civil Aeronautics Board and National
Science Foundation (nonrecurring)

Loans, Contributions, and Grants:

Increased credits received in the distribution
of proceeds from liquidation of international
logistics programs (nonrecurring) .

Agreement by grantee to repay Federal grant
funds used for unauthorized purposes—
Health, Education, and Welfare (nonre-
curring) . . . . .

Disallowances in the amount of Federal finan-
cial participation under the Federal program
of aid to educationally deprived children
because of (1) purchase of unneeded or unap-
proved equipment and (2) erroneous charges
for miscellaneous items — Health, Education,
and Welfare (nonrecurring)

Reduction in Federal grant for construction of
municipal waste treatment facility in excess
of authorized dollar limitation — Interior
(nonrecurring) .

Reduction in monthly rent supplement pay-
ments to project owners resulting from
computation of supplements on the basis of
tenants’ current rates of earnings—Housing
and Urban Development (nonrecurring) .

Utilization of U.S.-Owned Foreign Currencies:

Savings resulting from the utilization of U.S.-
owned excess Tunisian dinars to finance the
People to People Health Foundation, Inc.—
Agency for International Development
(nonrecurring) .

Savings resulting from the restoratlon of
Indian rupees erroneously charged to the
tourist conversion account and made avail-
able for purchase for dollars from the accom-
modation exchange by transient U.S. civilian
and military personnel and their depend-
ents — State (estimated annual savings)

Estimated savings

$153,000

26,000

1, 500,000

66,000

640,000

220,000

176,000

119,000

28,000

450,000

448,000

Action taken or planned

Savings resulting from the utilization of U.S.-
owned foreign currencies in lieu of dollars
to pay for return transportation of Peace
Corps volunteers from two excess currency
countries—Peace Corps (estimated annual
savings). . .

Savings resulting from substltutlng the pro-
curement of motor vehicles in India with
excess rupees instead of procurement in the
United States with dollars—Agency for In-
ternational Development (nonrecurring).

Rental Income:

Increased rental for contractor’s use of Gov-
ernment-owned machinery —Navy  (esti-
mated annual savings). .

Other Items:

Additional credits received for prefinanced
costs incurred by the U.S. for facilities of an
international organization (nonrecurring)

Repayment to Treasury from Bonneville Power
Administration power revenues for space
provided to the Administration by the Gen-
eral Services Administration and for the
costs of the General Accounting Office’s
annual audits of the financial statements
of the Federal Columbia River Power
System — Interior (estimated annual savings,
$79,000; nonrecurring, $2,902,000) .

Discontinuance of purchase of title insurance
on sales of acquired home properties—Hous-
ing and Urban Development (estimated
annual savings). .

Price reduction resultlng from waivers of re-
quirement for performance and payment
bonds in Coast Guard wvessel construction
program — Transportation (nonrecurring)

Savings in costs of providing scientific and
technical reports through increased use of a
microfilm technique rather than hard copy
reports, and the establishment of a user
charge for those requiring hard copies—De-
fense (estimated annual savings)

Discontinuance of property surveys in connec-
tion with sales of acquired home properties—
Housing and Urban Development (esti-
mated annual savings).

Savings through dlscontmumg questlonable
accounting practice of the Federal Water
Quality Administration and returning un-
obligated funds to the Treasury — Interior
(nonrecurring) e e

Reductions in physicians’ charges in certain
States for services provided under the Medi-
care program because of application of the
physicians’ customary charges in making
reasonable charge determinations — Health,
Education, and Welfare (nonrecurring) .
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Estimated savings

$152,000

46,000

200,000

8,200,000

2,981,000

1,700,000

900,000

650,000

585.000

542.000

512,000
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Adction taken or planned
Other Items—Continued

Method of selling silver to small business con-
cerns changed from a noncompetitive to a
competitive bid basis—Treasury (nonre-
curring).

Discontinuance of purchase of publlc I|ab|I|ty
insurance for properties acquired through
foreclosure—Housing and Urban Develop-
ment (estimated annual savings) .

Reduction in cost of providing medical and
insurance services to Foreign Service em-
ployees overseas—State (estimated annual
savings) .

Savings from cancellation of procurement of
industrial plant equipment by the transfer
from one location to another, and by
strengthening criteria for replacement and
modernization—Army and Air Force (non-
recurring) .

Change in a carrier’s method of allocatlng

administrative expenses for (1) data proc-
essing, (2) executive compensation and
related costs, and (3) certain other indirect
costs to the Medicare program— Health,
Education, and Welfare (estimated annual
savings, $132,000; nonrecurring, $3,000).

Savingsresulting from a more equitable alloca-
tion of contractor’s indirect costs to Govern-
ment research contracts — Defense (estimated
annual savings). .

Avoidance of loss of Iease revenues —Atomic
Energy Commission (nonrecurring).

Elimination from the Department of Public
Welfare budget of an amount covering an

Estimated savings

$445,000

393,000

336,000

194,000

135,000

100,000

90.000

Action taken or planned
activity for which it was no longer respon-
sible—District of Columbia Government
(estimated annual savings).
Savingsresulting from discontinuance of marine
protection and indemnity insurance on the
nuclear ship Savannah—Commerce (estimated

annual savings). - .

Interest income to be earned by the Federal
Employees’ Health Benefits Program by
reducing program funds advanced to local
Blue Cross-Blue Shield plans and investing
such available funds—Civil Service Com-
mission (estimated annual savings) .

Savings in storage space, records maintenance,
and certain other costs resulting from de-
struction of exposed X-ray films no longer
needed—General Services Administration
(estimated annual savings).

Avoidance of payment of incentive fees because
of disallowance of overstated contract target
costs—National Aeronautics and Space Ad-
ministration (nonrecurring) .

Savings resulting from procedures developed
and implemented by the Bureau of Customs
to sell rather than destroy liquor unclaimed
or abandoned by tourists or importers—
Treasury (estimated annual savings).

Savings resulting from use of more economical
duplicating paper in copiers—Housing and
Urban Development (estimated annual
savings). e e e e

Miscellaneous (estimated annual savings)

Total other measurable savings. .

Estimated savings

$80,000

74,000

28,000

22,000

19,000

13,000

5,000
2,000

$227, 750,000



SECTION |

Additional Financial Savings Not Fully Or Readily Measurable

Many significant financial benefits to the Government, either one-time savings or recurring savings, that are
attributable to the work of the General Accounting Office are not fully or readily measurable in financial terms.
These benefits result from actions that are taken or that are to be taken by the Congress, the departments, and
the agencies to eliminate unnecessary expenditures or to otherwise correct deficiencies brought to light in GAO’s
audit reports. Some examples of these actions identified during the fiscal year 1970 are described below.

CONGRESSIONAL ACTIONS AND CHANGES
IN AGENCY POLICIES, PROCEDURES, AND
PRACTICES

Congressional Reductions in Department of
Defense Budget Requests for Certain Programs

The Congress, in enacting the Department of De-
fense Appropriation Act, 1970, made substantial re-
ductions in the amounts of funds requested by the
Department of Defense for certain of its programs.
GAO’s reports to the Congress on reviews of some of
these programs were considered by appropriate con-
gressional committees in their deliberations and, GAO
believes, were an important contributing factor in the
reductions. Among such reductions were (1) denial of
funds for procurement of additional quantities of the
Sheridan weapon system vehicle ($57.6 million), (2)
reduction of funds for expansion of existing automatic
data processing systems and installation of new equip-
ment ($32.3 million), (3) reduction of funds for three
projects involving training of enlisted personnel and as-
sistance to retired military personnel seeking civilian
careers ($6.7 million), and (4) reduction of funds for
Project AGILE (aproject of the Overseas Defense Re-
search Program) ($5million) .

Sheridan Weapon System ($57.6 Million)

In a draft of a report to the Congress in February
1969, GAO reported that appreciable quantities of the
Sheridan weapon system (atank-like, armored, recon-
naissance/airborne assault vehicle) had been author-
ized for production despite known deficiencies, and
that many o the vehicles produced had been put into
storage and would require substantial modification to
the vehicles and the ammunition before they would be
suitable for combat use. A subscommittee of the Com-
mittee on Armed Services, House o Representatives,

C

indicated an interest in this matter and, as a result of
GAQO’s review, held hearings in March and April 1969.
GAO issued a final report to the Congress in Novem-
ber 1969. The Congress provided funds for comple-
tion of an existing production contract but denied the
request for $57.6 million, to procure additional quanti-
ties, and suggested that the Army correct the pres-
ent defects and deficiencies in the existing vehicles and
the ammunition before contracting for additional ve-
hicles.

Automatic Data Processing Systems and Equipment
($32.3 Million)

GAO reported to the chairman of the House Com-
mittee on Appropriations in March 1968 that the
military departments and defense agencies were mod-
ernizing and expanding existing automatic data proc-
essing systems and installing new systems without
central direction or an overall plan. The committee’s
report suggested that the Department of Defense re-
view the existing and planned systems and that further
expansion of the systems be deferred during the review,
and recommended consideration of budget reductions.
The committee noted that the review process of such
systems within the Office of the Secretary of Defense
was divided among various offices and expressed its be-
lief that the review and approval process should be a
centralized responsibility of one group, whomever the
Secretary so directs. Subsequently, the Department of
Defense made reductions in its fiscal year 1970 budget
requests totaling $32.3 million and noted that these re-
ductions were consistent with GAQ’s report.

Three Projects Involving Training of Enlisted Per-
sonnel and Assistance to Retired Military Personnel
(%$6.7 Million)

The Congress made reductions in the funds for
Project TRANSITION (training to prepare enlisted
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personnel for civilian life after military service)
($4,015,000) ; Project One Hundred Thousand (train-
ing to qualify enlisted personnel for military service)
($1,745,000) ; and Project REFERRAL (assistance to
retired military personnel seeking civilian careers)
($975,000). In reports to the Congress on these proj-
ects in September and December 1969 GAO pointed
out that certain improvements were needed to insure
achievement of the stated objectives of Project TRAN-
SITION and Project One Hundred Thousand and
that Project REFERRAL duplicated some of the
services offered by the US. Employment Service of
the Department of Labor and by the Veterans
Administration.

Project AGILE ($5 Million)

It was reported to the Secretary of Defense in
May 1969 that certain of the projects included in
the Overseas Defense Research Program, conducted
by the Advanced Research Projects Agency of the
Department of Defense, were either not defense-
related or of doubtful value. GAO furnished copies of
its report to the Senate Foreign Relations and House
Appropriations Committees. The Congress reduced by
$5 million the funds previously made available in the
fiscal year 1970 Defense Authorization Bill for Proj-
ect AGILE, one of the projects in the Overseas De-
fense Research Program.

Redistribution of Excess Mobilization Industrial
Plant Equipment TO Meet Other Requirements

The Amy was retaining a mobilization package of
1,300 items of industrial plant equipment, with an
estimated replacement value of about $28 million,
for production of the 40mm. gun M2A1. GAO found
that the production capacity of the retained equip-
ment was about 10 times the mobilization requirement
as determined by the Army. In response to this find-
ing reported to the Congress in April 1970, the Army
reduced to 160 the number of items of equipment as-
signed to the package and redistributed 1,1400cf them.
The redistribution was effected by reassignments to
other mobilization packages, by transfers for use on
Army supply contracts, and by making the remainder
available for further redistribution by the Defense
Industrial Plant Equipment Center.

Avoidance of Costs of Unnecessary Relocations
of Families of Navy Military Personnel

In a letter to the Secretary of the Navy in November
1969, GAO reported that the Navy was authorizing

132

payments for relocation of families and household
goods of military personnel who were scheduled for
separation from the service, retirements, or reassign-
ment to other locations within a short time after the
relocation. Limited tests involving 35 ships and mobile
units identified payments of about $23,000 for such
purposes. GAO also discussed this matter with offi-
cials of the Bureau of Naval Personnel and on April
17, 1970, the Secretary of the Navy instructed com-
manders of all ships and mobile units to stop author-
izing relocation payments in those instances where
military personnel have less than 90 days remaining
in service or are scheduled for reassignment.

Deobligation of Funds for a Development Loan
Project in Nigeria

GAO’s review disclosed that a $1.6 million Agency
for International Development (AID) loan project in
Nigeria, to finance the procurement of 85,000 tele-
phone instruments and related equipment in a tele-
communications expznsion program, was not being
implemented as planned and was not being effectively
monitored by the Mission.

At the time of its review, GAO found that (1) only
3,100 of the 33,000 telephones which had been de-
livered to the telephone company had been installed,
(2) one phase o the expansion program involving the
installation of 10,000 telephones had been indefinitely
postponed, (3) about 60 percent of the telephones cur-
rently on order had not yet been delivered, and (4)
the Mission had not been monitoring this procurement
and had not received required reports on the project's
status.

GAO concluded that better monitoring of this loan
was essential to assure that the equipment procured
would be effectively utilized, and that the revenues
anticipated from placing the telephones in service
would accrue, GAO discussed the matter with the
Mission, and was subsequently informed by AID that
since efforts to speed up telephone installations had
proven only partially successful, agreement had been
reached with the Nigerian Government to reduce the
loan coverage from 85,000 instruments to 59,000 and
that negotiations were underway to amend the contract
with the supplier.

On June 25, 1969, AID deobligated $300,000 from
the loan which was reported in the annual report for
1969. An additional $100,000 was subsequently de-
obligated upon final settlement of the contract. It has



also advised GAO that it is issuing instructionsto assure
that reports required under AID loan agreements are
obtained.

Utilization of U.S.-Owned Foreign Currencies

GAO estimates that $152,000 of measurable savings
will result from the utilization of US.-owned foreign
currencies in lieu of dollars to pay for return trans-
portation of Peace Corps volunteers from two excess
currency countries. (Seepage 129.) The overall savings
in other excess or near excess foreign currency countries
could amount to additional thousands of dollars
annually.

It is also estimated that $448,000 of measurable sav-
ings will be achieved from the utilization of U.S.-
owned Indian rupees that were erroneously charged
to the tourist conversion account and made available
for purchase for dollars from the accommodation ex-
change account by transient U.S. Government person-
nel and their dependents. (See page 129.) This action
could result in a potential savings of hundreds of thou-
sands of dollars annually.

Savings by Cancellation of Retrograde Movement
of ltems Overstocked in Hawaii

A significant percentage of the General Services
Administration’s (GSA) outgoing shipments from
Hawaii were overstocked items being repositioned at
mainland warehouses. GAO noted that for a recent 6-
month period GSA had incurred shipping charges of
about $36,300 for retrograde shipments. This seemed
disproportionate to the cost of the items and GSA was
asked whether this practice was economical in view of
the transportation costs involved.

GSA acknowledged that the cost of transportation
had not been considered in planning the relocation of
this material. After reviewing the relative costs, GSA
canceled all pending return shipments from Hawaii as
being uneconomical. However, the amount of savings
could not be determined from the available data.

Reduction in the Cost of Stores, Supplies, and
Equipment Purchased for Government-Owned
Vessels

I'n a report to the Congress in November 1968, GAO
pointed out that the Maritime Administration had not
established adequate procedures to guide its three coast
district offices in purchasing equipment and supply
items for vessels activated for operation in support of
military activities in Southeast Asia. Each district office
had developed its own procurement methods and pro-
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cedures and, as a result, Maritime did not, in GAO’s
opinion, take advantage of opportunities for realizing
significant economies in the procurement of items for
these vessels.

In commenting on a draft of this report, the Acting
Maritime Administrator advised GAO that a group
had been appointed to study the complete logistic sup-
port eystem for the reserve fleet vessels. As a result of
the recommendations of the study group, Maritime has
implemented many revised procurement procedures
including increased central procurement, more exten-
sive use of Government supply sources, and improved
material controls.

Potential Economies in Use of Disposable Glass-
ware

GAOQO’s survey at one of the constituent institutes of
the National Institutes of Health (NIH) showed that
this institute had found it economical to use certain
types of disposable glassware rather than the compara-
ble types of reusable glassware because such use elimi-
nated the need for more costly washing services re-
quired for reusable laboratory items. Information ob-
tained indicated that at least three other NIH institutes
had not taken advantage of the economieswhich could
result from the use of disposable glassware.

On the basis of GAQ’s letter to the Director, NIH,
and cognizant Department of Health, Education, and
Welfare officials in March 1970, a Department-wide
circular was issued recommending that all laboratory
activities make cost comparisons and feasibility studies
regarding the use of disposable glassware where such
items were not in use.

More Frequent Disbursements of Student Loans
Would Reduce Risk and Interest Costs

Under the guaranteed student loan program, the
Government may insure loans to students from banks
or other lenders, and usually pays the interest on these
loans while the borrowers are in school and during a
grace period afterwards. GAO estimated that the Gov-
ernment’s interest costs would have been about $8.9
million less, from November 1965 to December 1968,
if the lenders had been required to disburse students’
loans at the beginning of each period of the school year
for which the funds were required, rather than an-
nually. Several cases were also noted where students
received loans in lump-sum payments during the first
academic period covered by the loans, but did not re-
main eligible for the portions of the loans intended
for use in later periods.
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The Assistant Secretary, Comptroller, Department
of Health, Education, and Welfare, informed GAO
in February 1970 that Federal regulations would be
amended to provide that lenders may disburse student
loans in such installments as are deemed appropriate
by the lenders, with the exception that the funds dis-
bursed during a given semester, quarter, or term are
not to be greater than the amounts required by the stu-
dents for that academic period.

Controls Instituted Requiring Documentation of
Consultants’ Work

GAO’s review of grants awarded to selected local
educational agencies (LEAs) in Massachusetts by the
Department of Health, Education, and Welfare under
Title IIT of the Elementary and Secondary Education
Act of 1965, showed that, when the LEAs hired con-
sultants, they generally did not receive written reports
and were not otherwise required to document the re-
sults of consultations furnished. One of the major pur-
poses of Title III is to stimulate and assist in the de-
velopment and establishment of exemplary elementary
and secondary school educational programs to serve as
models for regular school programs. Therefore, the
results of consultations should be documented so that
other LEAs could obtain the benefits of the consul-
tants’ work.

GAO recommended that LEAs should generally be
required to obtain reports from consultants on the re-
sults of their work. GAO was informed that in January
1970 an administrative bulletin was issued requiring
reports from consultants, and requiring that results of
consultations be documented in the LEA records.

Reduction in Medicare Payments for Physicians’
Services

Under the Medicare program administered by the
Social Security Administration, Department of Health,
Education, and Welfare, supplemental medical insur-
ance benefit payments may not exceed either the physi-
cians’ customary charge for similar services or the pre-
vailing charge in the locality.

GAO’s review of supplemental medical insurance
benefit payments in certain States showed that, al-
though customary charge profiles had been established
by the insurance company on whom the claims were
made, payments were not being reduced accordingly.

Following GAQ’s review, corrective action was taken
to assure that claims were properly screened with the
result that payments to physicians were reduced by

134

about $512,000 during calendar year 1969. This
amount is being reported as a measurable savings at-
tributable to this finding of the General Accounting
Office (see page 129).

GAO believes that more effective use by the insur-
ance company of the customary charge profiles will
produce further reductions of payments in subsequent
years but the amount of such savingsis indeterminable
at this time.

Instructions Issued To Strengthen Inspections of
Lowv Rent Public Housing Construction

Department of Housing and Urban Development
(HUD) construction representatives and local hous-
ing authority (LHA) inspectors are responsible for
ascertaining whether all required tests have been made
to insure that construction materials comply with con-
tract specifications. GAO’s examination at various
low rent public housing projects showed that the rep-
resentatives and inspectors had not enforced require-
ments for testing to determine whether the concrete
used complied with contract specifications. An av-
erage of only 33 percent of the required compressive-
strength tests had been made and GAO believed that
such limited compliance with testing requirements did
not provide adequate assurance that the concrete
used in the projects met the applicable strength re-
quirements for its designed use.

In its report to the Congress in March 1970, GAO
pointed out that the significance of concrete from a
cost and structural standpoint and the unique prob-
lems involved in quality control made it important
that close surveillance be maintained over concreting
operations. Weaknesses in construction inspections and
deviations from contract specifications could result in
adverse effects which may not appear for some years
after the construction of a project has been completed.

Results of this review had been discussed with HUD
regional construction officials, and in a draft of the
report submitted to the Department for comment in
October 1969 GAO recommended that more effective
use be made of HUD regional construction repre-
sentatives during periodic visits to housing construc-
tion projects. During these visits greater emphasis
could be placed on determining whether on-site in-
spections by LHAs were adequate to insure compli-
ance with contract specifications for construction of
the projects.

As a result of GAO’s discussions with the regional
officials, a circular was issued instructing HUD con-
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struction representatives to examine more closely
into concrete inspection matters. In January 1970,
HUD issued revised instructions emphasizing the im-
portance of HUD construction representatives’ and
LHA inspectors’ carrying out all their responsibilities
and fully enforcing all contract requirements. These
revised instructions, if properly implemented, should
provide greater assurance that contractors are pro-
viding materials and workmanship of the quality spec-
ified and paid for, and should help insure the dura-
bility and the economy of maintenance of the project
buildings.

Local Housing Authorities Required To Negotiate
More Favorable Lease Rates for Units Under the
Federal Leased Housing Program

The Federal leased housing program was estab-
lished to assist low income persons obtain decent,
safe, and sanitary housing. The Department of Hous-
ing and Urban Development (HUD) furnishes finan-
cial aid to local housing authorities (LHAS) who lease
existing privately owned dwelling units for the pro-
gram’s participants. The lease rates negotiated with
the owners of the dwelling units have a direct bearing
on the mount of Federal assistance.

In many instances, low income occupants of stand-
ard housing were brought under the leasing program
and continued to live in the same dwelling units
they occupied prior to participating in the program.
In GAO’s report to the Congress in February 1970
it stated that LHAs often negotiated higher lease rates
with the owners of these units than had been charged
the occupants (residual tenants) prior to their being
brought under the program. While increases in lease
rates for units occupied by residual tenants may have
been warranted in some instances, a number of cases
were identified where increases did not appear
justified.

LHAs records relating to the approximately 460
dwelling units occupied by residual tenants under
the leasing program operated by eight LHAs showed
that in 178 cases (39 percent), LHAs had negotiated
lease rates which were higher than had been charged
the residual tenants before their participation in the
leasing program. GAO examined 101 of the 178 cases
and found that the increases ranged from $2 to $30
a month and would total about $15,000 annually
for the cases examined. Percentagewise, the increases
ranged from 2 to 63 percent.

In submitting a draft report to HUD for comment
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in December 1968, GAO proposed that LHAs be re-
quired to negotiate lease rates no highter than those
previously charged for the units, unless higher rates
were clearly justified, and that they be required to
fully document the reasons for any higher rates nego-
tiated so that the reasonableness of such rates could
be evaluated by HUD during its periodic reviews of
LHA operations.

HUD advised GAO in March 1969, that it con-
curred and would issue appropriate instructions. New
instructions along the lines of GAO’s proposal were
issued in November 1969. Compliance with the new
instructions should result in substantial savings through
reductions in lease rates.

Instructions Issued To Strengthen Procedures for
Obtaining Required Cost Certifications Related
to Mortgage Insurance for Multifamily Housing
Projects

The National Housing Act, as amended, requires
that the amount of any mortgage loan insured by the
Federal Housing Administration (FHA), Department
of Housing and Urban Development (HUD), on a
multifamily housing project be limited to a specified
percentage of the cost of the project to the mortgagor,
and that the mortgagor certify to such cost.

In a survey of the administration of cost certification
procedures relating to mortgage loans for selected
multifamily housing projects insured by HUD’s San
Francisco insuring office (SF1O), GAO noted that
followup action was not being taken to obtain supple-
mental cost certifications where construction costs
certified by mortgagors and builders included unpaid
items. FHA procedures required that unpaid items of
costs be paid in cash within 45 days after final endorse-
ment of the mortgage loan for insurance and that
insuring offices obtain a supplemental certification
that the cash payments were made.

Action by HUD to obtain certifications related to
unpaid items of cost is necessary to assure that the in-
sured mortgage proceeds for a project do not exceed the
applicable legislative limitation and are used only to
liquidate the costs incurred to build the project. If
mortgagz proceeds are not used to liquidate costs in-
curred to build a project, claims could threaten the suc-
cessful operation of the project and increase the risk of
FHA's incurring an insurance loss on the mortgage
loan.

These matters were called to the attention of SFIO
officials in discussions with them and GAO’s findings
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were included in a report to the Assistant Secretary-
Commissioner, FHA, in December 1969. The report
suggested that FHA circulate the results of GAQO’s
examination to all insuring offices as a means of
emphasizing the need for obtaining the required
certifications.

SFI10O officials informed GAO that a followup pro-
cedure for obtaining required certifications had been
initiated and that the procedure would be fully imple-
mented. The Assistant Commissioner for Multifamily
Housing issued instructions to all HU D regional offices
in February 1970 requesting that FHA insuring offices
maintain appropriate followup action on unpaid items
included in certified construction costs and that action
be initiated for recovery of mortgage proceeds, where
appropriate.

Management Internal  Audit

Activities

Improvement in

Primary responsibility for conducting the various
auditing activities of the Department of Housing and
Urban Development (HUD) was assigned to (1) the
Office of Audit, under the Assistant Secretary for Ad-
ministration, which audited various activities for which
the Assistant Secretary was responsible, and (2) the
Audit Division, under the Assistant Commissioner for
Administration, Federal Housing Administration
(FHA), which devoted about 85 percent of its audit
time to work specifically requested by FHA operating
officials. Also, the Inspection Division, Office of the
Secretary, had an Examination Branch which per-
formed certain functions characteristic of auditing
activities.

GAO concluded that a single audit organization
placed at the highest practical organizational level
would provide greater opportunity for more flexible
use of staff resources and place the auditors in a better
position to independently and objectively review and
report on all of HUD’s programs. Further, GAO be-
lieved that a single audit organization would facilitate
a reduction in travel costs in performing audits. With
separate audit groups, one group might send its per-
sonnel to distant locations to make audits which could
be made by personnel of other groups assigned at or
near such locations.

GAO recommended that the Secretary of HUD con-
solidate all audit activities into a single organization
responsible to the highest practical organizational level.
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As discussed in a report to the Secretary issued in Octo-
ber 1969, the Secretary, in response to GAO’s recom-
mendation, had previously transferred the audit re-
sponsibilitiesof FHA’s Audit Division and the Inspec-
tion Division’s Examination Branch to the Office of
Audit effective May 25, 1969.

Procedures Strengthened To Avoid Loss of Cash
Discounts on Purchases

In fiscal year 1969, the Bureau of Indian Affairs,
Department of the Interior, lost an estimated $163,000
in available discounts because of (1) delays beyond the
discount period in paying vouchers and (2) failure to
take the discounts offered on vouchers processed within
the discount period. These conditions were the result
of inadequate control, supervision, and review of the
payment activity. In response to GAO’s finding, in-
cluded in a report to the Commissioner, Bureau of
Indian Affairs, in April 1970, the Bureau issued in-
structions which provided for clear identification of
discount vouchers, monthly reporting of lost discounts
to Bureau headquarters, and assignment of a Bureau
official to overview the analysis of the lost discounts
report. The strengthened procedures should result in
future savingsto the Government although the amount
is indeterminable at this time.

Savings by Reducing Per Diem Rates Where Meals
and/or Lodgings Were Furnished

GAO’s report to the Attorney General, Department
of Justice, in June 1970, commented on per diem
overpayments totaling about $32,000 maxe to certain
deputy U.S. marshals on a temporary assignment from
September 1967 through August 1968 because the
rate paid was not reduced as administratively required
where lodging was furnished by the Government.

Department officials agreed that the per diem rate
paid was excessive and stated that action had been
taken to reduce the per diem rate paid to deputy
marshals on temporary duty assignments when meals
and/or lodgings are furnished by the Government.

GAO recommended that, in addition to making
recovery of the identified per diem overpayments, the
’Department should review temporary duty assign-
ments of other deputy marshals to ascertain whether
overpayments of per diem had been made where
meals and/or lodgings were furnished by the Govern-
ment and recover overpayments.



Reduction of Interest Charges on State’s Claims
for Federal Participation in Condemnation
Settlements

GAO’s report to the Federal Highway Administra-
tion (FHWA) in March 1968 recommended that
FHWA advise the State of Rhode Island that it should
exercise its authority to minimize interest cost re-
sulting from weaknesses in highway right-of-way
condemnation policies, procedures, and practices. Sub-
sequent to GAQO’s report, FHWA and the State initi-
ated corrective action along the lines suggested. In
addition, FHWA examined property settlements made
by the State from April 1964 through December 1968.
Based on this review FHWA reduced the State’s fiscal
1967-1969 claims for Federal participation by the
amount of $131,000. GAO believes that significant
savings will accrue in the future from the actions
taken; however, since claims for Federal participation
in cost of settlements are not reasonably predictable
GAO is not estimating the amount of possible future
savings.

gVqume Procurements of Equipment

At the request of the Joint Committee on Atomic
Energy, GAO reviewed the management of equip-
ment by the Atomic Energy Commission (AEC) at
seven operations offices and selected contractor-
operated facilities under the jurisdiction of those
offices.

AEC’s operating contractors purchased large quan-
tities of similar items of equipment. GAO found,
however, that in some instances contractors were con-
solidating requirements and receiving volume discounts
while in other instances certain items of equipment
had been purchased individually or in small quanti-
ties. AEC agreed that, through more exchange of
procurement information and earlier forecasting of re-
quirements, procurement o like items in large quan-
tities would be possible and more favorable prices
could be obtained.

AEC subsequently reported eight instances where
savings amounting to about $188,000 had been ob-
tained through December 31, 1969. This amount is
being reported as measurable savings attributable to
this finding of the General Accounting Office (see
page 126).

GAO believes that further use of this technique
will result in additional savings by AEC contractors
but the amount is indeterminable at this time.

SECTION I

Utilization of Unused Passenger Seats on a
Chartered Aircraft

GAO’s review o Atomic Energy Commission
(AEC) activities showed that a support contractor
chartered a jet aircraft to transport personnel and
cargo between Seattle, Wash., and a test site on Am-
chitka Island, Alaska, with an intermediate stop in
Anchorage, Alaska. The aircraft had a capacity of 69
passengers and cost about $17,500 per round trip.

During a 5-month period there was an average of
44 unused seats per flight between Seattle and Anchor-
age. AEC agreed that full passenger utilization was not
being achieved on the chartered aircraft because the
flights were limited to AEC program personnel.

GAO suggested that the unused seats afforded AEC
the opportunity to provide air travel for persons of
other Government agencies traveling between Seattle
and Anchorage on official business, without additional
cost. After considering the legal aspects, AEC imple-
mented GAO’s suggestion. During the period Septem-
ber 1969 through April 1970, 262 personnel from
other Government agencies used the air charter serv-
ice, resulting in savings to the Government of about
$26,000 based on commercial jet air fares. This amount
is being reported as measurable savings attributable
to this finding of the General Accounting Office (see
page 128).

GAO believes that continued use of this practice
will produce further savings in subsequent periods but
the amount of such savingsis not readily determinable.

Avoidance of Loss of Lease Revenues

In a letter to the Joint Committee on Atomic En-
ergy, the Atomic Energy Commission (AEC) proposed
certain changes in its plutonium pricing policy and in
arrangements for supplying plutonium to certain for-
eign entities. AEC had a surplus of fuel grade pluto-
nium and proposed a reduction in price to $30 per
gram from the published prices which ranged from
$36.96 to $45.12. The proposed reduced price was
representative of costs of production funded by appro-
priations in fiscal year 1970.

GAO found that the potential for sales in the near
future was limited and a reduction in the price of plu-
tonium would result in a decrease in revenues of about
$90,000 in 1970 from plutonium on lease and subject
to lease changes.

GAO suggested that, before it established a new base
price, AEC should reexamine the likelihood of ob-
taining revenues from additional sales to determine
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whether the proposed price would be a sufficient in-
ducement to potential foreign customers to buy signifi-
cant quantities of the US. material to offset the
reduction in revenues from lease charges.

The Joint Committee advised AEC that it had no
objection to the reduction in the price of plutonium
provided that AEC determines, prior to revising the
price, that a reasonable probability existed that any
resultant reduction in revenues from leased material
would be at least offset by increased plutonium sales
generated by the price reduction.

AEC determined that an order of at least 42 kilo-
grams of plutonium would be needed to justify the
price decrease.

AEC later advised GAO that there had been no
orders and the potential for such an order was very
remote because of the availability of plutonium from
other sources at a lower price. Therefore, if the price
had been reduced, lease charge revenues would have
been reduced by about $90,000 without offsetting rev-
enues from sales. This amount is being reported as
measurable savings attributable to this finding of the
General Accounting Office (seepage 130).

Because future savings resulting from the avoidance
of loss of lease revenues is dependent upon the amount
of future plutonium salesand leases, the amount of such
savingsis indeterminable at this time.

Establishment of a Program To Eliminate Inactive
and Low Demand Items From Stores Stock System

GAO’sreview of efforts by the General Services Ad-
ministration (GSA) to eliminate nonessential items
from the stores stock system indicated that numerous
inactive and low demand items were in the system and
that GSA did not have an effective program for the
identification and elimination of such items.

At GAO’s request, GSA prepared a computer pro-
gram to extract various demand data from its auto-
matic data processing system. An analysis of this data
showed that GSA’s stores system contained about
15,000 inactive and low demand items with an onhand
inventory of about $15.5 million. GAO concluded that
there were opportunities to realize significant savings
by removing these items from GSA’s stores system and
that an effective program for identification and elimi-
nation was necessary in the maintenance of an efficient
and economical supply system.

GAO recommended to the Administrator of Gen-
eral Servicesthat a program to delete inactive and low
demand items from the stores system be implemented.

In December 1969, GSA stated that a program had

138
~

been implemented in response to GAO’s recommenda-
tion. A goal was established to reduce the stores system
by 6,000 items before July 1, 1970,and by an additional
4,000 items before July 1, 1971. The savings—in in-
ventory investment, storage costs, and inventory man-
agement expenses —resulting from GSA’s planned ac-
tions are not readily measurable. Also, receipts from
the sale of excess inventories are indeterminable at this
time.

Utilization of Stocks Discovered in Warehouses

GAQO’s review of the transfer of management respon-
sibility for items in 52 Federal supply classes from the
Department of Defense (DOD) to the General Serv-
ices Administration (GSA) disclosed significant quan-
tities of stock on hand at DOD depots of the types
transferred that had not been recorded on GSA rec-
ords. Since GSA was unaware of the existence of this
stock it could not be used to fill requisitions.

GAO informed GSA officials of the significant
amount of unrecorded stock and suggested that physi-
cal inventories be taken and that GS.4 records be ad-
justed accordingly. It was also suggested that more
effective controls be established over GSA stocks that
are physically located in DOD depots.

Physical inventories at 18 depots disclosed unre-
corded stock valued at about $3.8 million. Because the
physical inventories disclosed a high percentage of
inaccurate stock balance records, GSA initiated a pro-
cedure whereby inventory counts were requested when-
ever the stock records reached a zero balance. As a
result of this procedure, additional unrecorded stock
valued at more than $1.2 million was found.

GAO estimates that the found inventory recorded
on the records and available to fill requisitions will en-
able GSA to cancel or avoid purchases of new stocks
costing about $2.5 million. This amount is being re-
ported as part of a total of $3.15 million measurable
savings attributable to this finding of the General Ac-
counting Office (see page 126).

GAO believes that as the balance of the found in-
ventory is available for requisition and the new pro-
cedures adopted by GSA continue to be used further
savings will result. The amount of such savings, how-
ever, is indeterminable at this time.

Improved Guidance to Procurement Officials Con-
cerning Competitive Negotiations

The statutes provide that, in all negotiated procure-
ments in excess of $2,500, written or oral discussions
shall be conducted with all responsible offerors who



submit proposals within a competitive range, price and
other factors considered.

GAO’s review of procurement instructions issued by
the National Aeronautics and Space Administration
(NASA) to implement statutory requirements and
GAOQO’s examination of a number of negotiated pro-
curements by the Manned Spacecraft Center indicated
a need for clarification Concerning what is to be in-
cluded in the written or oral discussions and the basis
for determining the competitive range. GAO found
that varying interpretations had been applied by differ-
ent source selection and contracting officers, which
frequently resulted in the rejection of proposals that
seemed to be competitive in price and other factors.

GAO discussed the results of this review with NASA
officials and later issued a report on the matter to the
NASA Administrator.

NASA procurement regulations were revised in ac-
cordance with these discussions and GAO believes that
the improved procedures will result in savings to the
Government through greater competition among
offerors. The amount of such savings, however, is in-
determinable at this time.

Improved Management Controls of Government-
Owned Property Loanedto Non-Federal Institutions

GAO’s review of equipment loaned by Veterans Ad-
ministration (VA) field stations to non-Federal insti-
tutions disclosed that such loans were not being made
in accordance with VA written policy or the Comp-
troller General’s decision, 44 Comp. Gen. 825, dated
June 24, 1965, regarding loans of personal property to
non-Federal institutions. The decision provides (1)
for the issuance of a revocable license to the borrower,
(2) that this license may be terminated by the Govern-
ment at any time, and (3) that the Government derive
some benefit from the loan.

GAO noted that VA written policy provided for
loans of equipment to he made only after approval by
VA Central Office (VACO) but did not provide for
the criteria set forth in the Comptroller General’s
decision.

These deficiencies were brought to the attention o
VACO officials. On April 8, 1970, VA issued its revised
policy concerning loans of personal property to non-
Federal institutions. The new policy includes, among
other things, provisions for (1) the inclusion of the
criteria in 44 Comp. Gen. 825, (2) requests, made by
the field stations to VACO for authority to grant a
revocable license, to include the specific duration of
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the license and the specific benefits to be derived by
VA, and (3) a written agreement to be executed for
each transaction involving property loans to non-Fed-
eral institutions.

Internal Audit Activities Improved

GAO’s review o the internal audit activities of the
Veterans Administration (VA) showed that agency-
wide audit responsibilities were shared by two groups
within the Administration. Both audit groups reported
to officials who were also directly responsible for cer-
tain operations reviewed by the auditors. In some
cases, similar reviews were made within a month‘s time
by different groups. Also, GAQO’s review showed that
audit resources had been expended primarily on audits
of a single station rather than on programs involving
several stations.

In a report to the Congress in October 1969, GAO
recommended that the Administrator of Veterans
Affairs take appropriate action to consolidate and
organizationally relocate the two audit groups. GAO
had concluded that such consolidation and reloca-
tion would (1) eliminate duplicate reviews of financial
activities, (2) provide more productive use of avail-
able staff resources, (3) provide greater auditor inde-
pendence and better serve the needs of management,
and (4) provide greater flexibility in reviewing VA
activities.

Subsequent to this report, the Administrator ad-
vised GAO, by letter dated December 12, 1969, that
he had reached a conclusion consistent with GAO’s
recommendation to consolidate the audit activities.
The Administrator had earlier stated that more of the
broad-type program audits would be made.

Establishment of Criteria Defining Minor Main-
tenance To Be Performed by School Custodians

GAO’s review of the District of Columbia’s school
repair and maintenance program showed that school
custodians had not made minor repairs even though
required to do so by the District of Columbia Code
mainly because the District had not defined minor re-
pairs. GAO estimated that during fiscal year 1967,
repairs costing $186,000 were performed by District
craftsmen that should have been performed by school
custodians. The performance of such work by school
custodians (1) should facilitate more timely comple-
tion of the work and, possibly, at a lower cost because
the custodians’ wages are generally less than those of
the repair and maintenance craftsmen and (2) should
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result in reducing the repair and maintenance staffing
requirements and/or need for contract services.

In areport to the Congressissued in November 1969,
GAO recommended that the District develop criteria
defining minor repair and maintenance work to be
performed by school custodians.

As a result o this recommendation, a list of minor
repairs that school custodians would be expected to
accomplish was prepared. GAO was subsequently ad-
vised that review of the application of the criteria
would be made periodically.

Savings Through Improved Management Control
Over the Efficiency of Repair and Maintenance
Craftsmen

GAO?’s review of the District &f Columbia’s school
repair and maintenance program, which increased
from $3.4 million in fiscal year 1967 to $4.1 million in
fiscal year 1968, showed that (1) the District’s per-
pupil cost of repairing and maintaining school build-
ings was significantly higher than the per-pupil cost
for similar work as reported by other school systems
and (2) labor accounted for the major part of the
District costs. Time used by District painters was
about three times greater than time spent by contractor
employees to do similar work. GAO estimated that
had District painters performed at the same efficiency
rate as contractor painters, in-house labor costs would
have been reduced about $263,000 in fiscal year 1967.
For repair and maintenance projects that did not in-
volve painting, GAO found that District craftsmen
used about 96 percent more time to do the work than
had been estimated. About $2.1 million was expended
for such work during fiscal year 1967.

In a report to the Congress issued in November
1969, GAO recommended that the District evaluate
the efficiency of its work force and the accuracy of
its estimating procedures by (1) analyzing actual labor
hours and costs o repair and maintenance work
through comparison with advance estimates and (2)
periodic comparisons and analyses of work done by
the District craftsmen with similar work performed
under contract, when feasible.
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The District generally agreed with GAO’s findings
and said that corrective actions would be taken.

Improved Management Control Over
Construction Inspections

Building

Although the District of Columbia Government’s
policy required that construction materials and work-
manship conform fully with contract drawings and
specifications, GAQ’s review showed that (1) required
and recommended tests and checks of concrete to de-
termine compliance with contract specifications had
not been made, (2) concrete had been accepted even
though tests and checks showed that it did not comply
with contract specifications, (3) required samples,
shop drawings, descriptive literature, and certifica-
tions relating to materials, equipment, and systems—
used to determine compliance with contract specifi-
cations—had not been received, and (4) compacted
soil (fill and backfill) had been accepted even though
tests showed that it did not meet specification
requirements.

GAOQ’s review showed further that the District had
not established adequate controls nor provided suffi-
cient guidance over its construction inspection activi-
ties and had not provided certain equipment to en-
able its site inspectors to perform all necessary tests.
Although this review did not reveal any adverse effects
from the deviations from specifications and recom-
mended practices, GAO believes that such devia-
tions lowered construction quality and may cause
maintenance and repair problems after completion
of construction.

GAO reported to the Congress in June 1970
that, during the review, it suggested to District offi-
cials the need for improved management control over
building construction inspections by providing needed
guidance and test equipment to inspectors and by im-
plementing a better system for reporting and review-
ing the results of inspection activities.

The District agreed with GAO’s findings and has
taken corrective actions.
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Savings and Benefits to Others

Savings and benefits to others consist of realized or potential benefits other than those directly to the Govern-
ment, which are attributable to action taken or planned on findings developed in GAQ’s examination of agency
and contractor operations. The more significant savings or benefits to others identified during the fiscal year are

described below.

Collection of International Postal Debts

In areview of Post Office and Department of State
efforts to collect international postal debts, GAO
found that as of January 1969 there were 13 countries
who were in arrears in payment of their postal obliga-
tions and owed the U.S. Post Office Department and
U.S. air carriers about $9.8 million. Collection of these
debts was not being vigorously pursued.

Subsequent to GAQO’s recommendations for more
intensive efforts to make collectionsit was advised that
$382,572 had been collected from three of the coun-
tries that had been past due in meeting their inter-
national postal obligations. Of the amounts collected
$168,221 was for the accounts of U.S. air carriers.

Utilization of Idle Equipment Acquired Under
Program of Assistance to Educationally Deprived
Children

A review of the Federal program of assistance to
educatianally deprived children, administered by the
Department of Health, Education, and Welfare,
showed that certain items of audiovisual equipment,
acquired at a cost of $31,000 for use in Cleveland,
Ohio, were not being utilized. The equipment had
been placed in storage following project cancellation
or consolidation.

GAO discussed the matter with officials of the Ohio
Department of Education and the Cleveland educa-
tional agency in December 1968 and suggested utiliz-
ing the idle equipment in other projects. As a result
of GAO’s inquiry, the equipment was removed from
storage and put into use.
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AUDIT REPORTS ISSUED DURING THE FISCAL YEAR 1970

Reference

Addressee and date issued

Congress

Committees
or Members
of Congress

Agency
officials

CIVIL DEPARTMENTS AND AGENCIES

Review of Economic Opportunity Programs Pursuant to Requirements of
Economic Opportunity Amendments of 1967:

Supplemental reports (see summary report, B-130515, 3-18-69):

Effectiveness and administration of the Community Action progran:
Gila Indian Reservation, Ariz_____ _______________________________.
White Earth, Minn_ .. e ____.
Phoenix, Ariz__ . el
Lake County, Ind___ ...
St. Louis City and St. Louis County, Mo___ . _________________._____
Detroit, Mich . _ . e
Chicago, Il

Effectiveness and administration of the Community Action program and

selected manpower programs:

Los Angeles County, Calif_________ . ...
Review of variations in performance among Community Action program
service activities_ . . ...
— Effectiveness and administrative efficiency of the Concentrated Employment
program:

Los Angeles, Calif. -
Detroit, Mich. _ . i
Chicago, I . e

St. Louis, Mo _ .o oo e

Effectiveness and administration of Job Corps Centers:

Atterbury Job Corps Center for Men, Edinburg, Ind____.____________
Albuquerque Job Corps Center for Women, Albuquerque, N. Mex_.___
Acadia Job Corps Civilian Conservation Center, Bar Harbor, Maine_ __
Kilmer Job Corps Center for Men, Edison, N.J_ ... ..___
Collbran Job Corps Civilian Conservation Center, Collbran, Colo..____
—Effectiveness and administration of the Neighborhood Youth Corps program:
Carroll, Chariton, Lafayette, Ray, and Saline Counties, Mo______.._._._
Gila River Indian Reservation and Pinal County, Ariz_ __________..___
Gary, Ind_ - e
Kansas City, Moo oo i n
Maricopa County, with emphasis on the city of Phoenix, Ariz_________

Los Angeles County, Calif __ . _______ .
Detroit, Mich _ _ _ _ e
Selected rural areas of Minnesota_ . _ - ___ . _______.______._._
Chicago, Il e

St. Louis City and St. Louis County, Mo_____.________ . _____..___

— Administration and effectiveness of work experience and training projects:

Jackson County, Mo_ _ L e

St. Louis City and St. Louis County, Mo.___ . _______._________.__.
Carroll, Chariton, Lafayette, and Saline Counties, Mo____________._.._
Wayne County, Mich___________
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130515
130515
130515
130515
130515
130515
130515

130515

130515

130515
130515
130515
130515

130515
130515
130515
130515
130515

130515
130515
130515
130515
130515
130515
130515
130515
130515
130515

16403
16403|
16403
164031

741 1-69
7-15-69
7-22-69
8- 1-69
8-11-69
9-25-69
12-4-69

10-23-69

9-26-69

10-24—69
10-27-69
11- 6-69
11-20-69

7-23-69
7-24-69
8-12-69
9-19-69
10-21-69

7-11-69
9- 4-69
9- 5-69
9- 5-69
9-11-69
9-17-69
9-30-69
10-14-69
10-24-69
11-10-69

7-15-69
7-15-69
7-18-69
7-31-69
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CHAPTER ONE

HIGHLIGHTS OF ACTIVITIES
FOR THE YEAR

Basic Responsibilities

The General Accounting Office operates in the leg-
islative branch of the Federal Government and car-
ries out several interrelated functions that are assigned
by law :

Assisting the Congress in its legislative and over-
sight activities.

Providing legal services.

Auditing the programs and operations of Federal
departments and agencies.

Assisting in the improvement of Federal agency
financial management systems.

Settling claims and collecting debts.

GAO came into existence as an independent, non-
political arm of the Congress when the Budget and
Accounting Act of 1921 was enacted. Two basic pur-
poses underlie all activities of the Office:

Providing as much assistance to the Congress, its
committees, and Members as it can, consistent
with its responsibilities as an independent, nonpo-
litical agency.

Stimulating constructive actions that contribute
to making Government operations more effective
and more efficient.

Reorganization

During 1972 a major change was made in the orga-
nizational structure of the Office to strengthen and
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improve its capability to carry out its assigned func-
tions. This change represents the first major reorga-
nization of the Office in over 15 years and will have
an increasingly important bearing on the way in which
the work of the General Accounting Office is carried
out in future years. For these 'reasons the reorganiza-
tion, which became effective April 3, 1972, is de-
scribed in this chapter.

The former Civil and Defense Divisions were abol-
ished and replaced by six new auditing divisions, each
having Government-wide responsibility for assigned
programs or functions. These six new divisions are:

Logisticsand Communications Division
Procurement and Systems Acquisition Division
Federal Personnel and Compensation Division
Manpower and Welfare Division

Resources and Economic Development Division
General Government Division

The functions of the Financial and General Man-
agement Studies Division which was established on
July 1, 1971, as described in the 1971 annual report,
were expanded to include responsibility for GAO re-
views of accounting systems in operation and settle-
ment of the accounts of the Government's accountable
officers except for military disbursing officers. These
functions had previously been assigned to the Civil,
Defense, and International Divisions.

The Transportation Division and the Claims Division
were merged into a single division and the transporta-
tion and traffic management review functions per-
formed by the former Transportation Division were
assigned to the new Logistics and Communications
Division. The purposes of this change were (1) to con-
centrate all aspects of Government logistics —including
the related functions of transportation, warehousing,
distribution, and inventory control—in one audit divi-
sion and (2) to provide better long-term opportunities
for the utilization and development of the personnel
assigned to the important claims and transportation
payment audit functions.

The Field Operations Division remained unchanged
except that it is now responsible for the annual audit
of designated Government corporations and other busi-
ness-type activities and the settlement of the accounts
of military disbursing officers.

The International Division remained unchanged ex-
cept that the responsibility for reviewing accounting
systems in operation and related settlements with ac-
countable officers was transferred to the Financial and
General Management Studies Division.
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The Office of Policy arid Program ‘Planning, estab-
lished July 1, 1971, was divided into three new staff
offices: the Office of Policy, the Office of Program
Planning, and the Office of Internal Review.

Three new positions of Assistant Comptroller Gen-
eral were established.

One Assistant Comptroller General is responsible
for the operations of the Financial and General Man-
agement Studies Division, the Logistics and Com-
munications Division, the Procurement and
Systems Acquisition Division, and the Federal Per-
sonnel and Compensation Division.

Another Assistant Comptroller General is responsi-
ble for the operations of the Manpower and Welfare
Division, the Resources and Economic Development
Division, and the General Government Division.

These two Assistant Comptrollers General are direct
line representatives of the Comptroller General and are
responsible for overseeing and assisting the divisions
assigned to them. However, it is intended that the
division directors have maximum latitude in identifying
the most fruitful audit areas, preparing and executing
audit plans, preparing reports, defending their reports
before review groups, and representing GAO with the
Congressand top agency officials.

The third Assistant Comptroller General is re-
sponsible for the direction and supervision of the
Office of Policy, the Office of Program Planning,
and the Office of Internal Review.

The new Office of Federal Elections was established
to discharge the Comptroller General’s responsibilities
under the Presidential Election Campaign Fund Act
and the Federal Election Campaign Act of 1971. (See
p. 4 of this chapter and Chapter Three.)

The chart on page 2 depicts the broad outline of
our new organizational structure and identifies our top
officialsas of June 30, 1972.

The foregoing changes in our organization were in
large part the outgrowth of an internal study by a com-
mittee headed by Deputy Comptroller General Robert
F. Keller. One conclusion of his committee was that
the accounting and auditing divisions of GAO should
be organized on a management function and program
basis. Our 1972 reorganization reflects acceptance of
this conclusion. In announcing the details of the re-
organization, the Comptroller General identified four
benefits expected to be achieved :

First, accelerate the growth of program and func-
tional expertise among our senior staff. If we are
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to respond to the demands for broad-based and
program-type reviews, our senior staff must achieve
a high degree of specialization in the subject matter
of the areas assigned to them. We began moving in
this direction in the Defense Division in 1966 when
operating groups were established in functional areas
such as manpower, procurement, research and de-
velopment, etc.

Second, provide more opportunities for staff
growth and advancement. To do the quality of
work, and make the creative contribution which is
being demanded of GAO, we need to attract and
retain professional personnel with outstanding capa-
bilities and motivation—and to expand the oppor-
tunities for their advancement. | believe that our
present divisional structure unnecessarily limits such
opportunities. Congress has recently granted me au-
thority to appoint up to five Executive-level Assist-
ants in addition to our regular supergrade allocation.
This new authority, plus the establishment of more
divisions, will enable us to create additional posi-
tions at the Associate Director level and above.

Third, facilitate the timely completion of our
work. The increased demands on Washington oper-
ating divisions tend to delay the timely completion
of audit reports. Recent studies show that as much
as 1 year elapses after completion of work in the
field before the issuance of reports to the Congress.
By creating more divisions to oversee the planning
and execution of surveys and reviews, in collabora-
tion with the regions, | believe that we can accelerate
the completion of our reports.

Fourth, assist the Comptroller General to deal
with his expanded responsibilities. At the same time
that the variety and complexity of our accounting
and auditing responsibilities have been increasing,
the Comptroller General and his immediate office
have become involved in new and important but very
time-consuming responsibilities —the Cost Account-
ing Standards Board, the Procurement Commission,
the Presidential Campaign Fund Act, and the Fed-
eral Election Campaign Act. These assignments are
either not delegable, or they require the Comptroller
General’s personal attention. Hence, the Comptroller
General needs additional top-management support
in order to discharge his responsibilities effectively.

One feature of our reorganization deserving special
comment pertains to the establishment of a separate
division concerned with Government procurement.
Such procurement amounted to over $56 billion last

3
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year, a substantial portion of the total Federal budget.
It is extremely important that procurement activities
be carried out as economically and efficiently as pos-
sible and that the Federal agencies follow common pro-
curement practices whenever feasible. By concentrating
in one division GAO activities pertaining to Federal
procurement — principally the operations of the Depart-
ment of Defense, the General Services Administration,
the National Aeronautics and Space Administration,
and programs of other Federal agencies which in-
volve substantial procurements including the acquisi-
tion of major systems—we believe that we can do a
much better job for the Congress and the taxpayer
in reviewing and reporting on the conduct of these
operations. In addition, it will provide a focal point
for followup on recommendations to be made by the
Commission on Government Procurement which will
make its report to Congress in December 1972.

Federal Election Responsibilities

Since our last annual report, two Federal laws came
into being which injected the Comptroller General
and GAO into new machinery for financing and con-
trolling campaign expenditures for Federal elections.
These laws are the Presidential Election Campaign
Fund Act, approved December 10, 1971, and the Fed-
eral Election Campaign Act of 1971, approved
February 7, 1972.

The responsibilities assigned to us by these laws are
entirely new to our traditional functions and opera-
tions. Because of their unique character, as part of our
1972 reorganization changes, we established a separate
Office of Federal Elections. The responsibilities and
operations of this office are described in Chapter Three.

Highlights of Operations
for the Year

Accounting for and reporting on the activities of
GAO statistically do not convey the most meaningful
picture of our operations and our capabilities to as-
sist the Congress in its legislative and oversight activi-
ties. However, statistics are useful in providing some
insight into the volume of work performed and the
variety of activities carried out.

Assistance to the Congress

Our efforts to serve the needs of the Congress con-
tinued to increase during the year. One measure
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this increase is the fact that 479 audit reports (an in-
crease of 19 over the previous year) were sent to the
Congress, its committees, and Members. Many other
services were also provided, such as making special
studies, supplying information, drafting legislation,
and assigning staff members to work with congressional
committees.
During fiscal year 1972:

GAO representatives testified on 38 occasions be-
fore congressional committees.
GAO staff members were assigned to the staffs of
22 committees or subcommittees.
—~3 528 reports were furnished to committees on
pending bills—337 to the Senate and 191 to the
House.

Overall, more than 25 percent of our professional
staffs time was spent in direct assistance to the
Congress.

A more complete discussion of our assistance to
the Congress will be found in Chapter Two.

Legal Services

In carrying out his responsibility on behalf of the
Congress to determine the legality of executive branch
expenditures, the Comptroller General decides legal
issues affecting virtually all of the Government’s
activities.

GAQ’s legal services directly or indirectly involve the
full range of proposed or enacted social, economic,
political, and military legislation. Legal assistance is
furnished by formal decisions, comments on pending
legislation, and internal advice to GAO operating di-
visions covering the resolution of legal issues in diverse
fields of law.

During fiscal year 1972 our legal staff handled over
5,000 cases, the majority of which resulted in formal
decisions prepared in the Office of the General Coun-
sel and issued by the Comptroller General. Those
decisions are final and conclusive upon the executive
branch of the Government. Included in this total were
528 reports on proposed legislation, 405 advisory opin-
ions to congressional committees or Members of Con-
gress, and 74 reports to the Office of Management and
Budget.

More complete information on our legal services is
included in Chapter Four.

Auditing

GAO is perhaps most widely known for its audit-



ing of the programs and activities of Federal depart-
ments and agencies including contractors with nego-
tiated contracts and grantees of Federal funds.

The primary purposes of our audits are (1) to eval-
uate the efficiency, economy, legality, and effectiveness
with which Federal agencies discharge their financial,
management, and program responsibilities and (2) to
provide the Congress and Federal agency officials with
significant and objective information, conclusions, and
recommendations which will aid them in carrying out
their responsibilities.

During the year we conducted 1,838 audits in the
United States and in 50 other countries. This work
represents about the same level of activity as in other
recent years.

Civilagencyprograms . . . . . . . . .. v v 703
Defense programs . . . . ..o v v i i i i n e n . 790
International programs . . . ... ... ... ... .. 196
Government-wide and multiagency programs . . . . . 149

Total.. ... i 1,838

The results of much of the auditing work performed
during the year will be included in reports to be pub-
lished during the next fiscal year.

This year 948 formal audit reports on almost every
aspect of Federal Government operations were issued :

150 reports were sent to the Congress, all of which
are available to the public except those classified
for national security reasons. The Comptroller Gen-
eral submits reports on audit findings, conclusions,
and recommendations to the Congresswhen required
specifically by law and when they are judged to be
of such significance as to warrant the attention of
the Congress.

329 reports were sent to congressional committees,
officers of the Congress, or individual Members in
response to requests for special audits or investiga-
tions, inquiries, or other types of information.

469 reports were sent to Federal departments and
agency officials. These reports contain audit find-
ings, conclusions, and recommendations calling for
agency attention and action but not deemed to be
of sufficient significance to address to the Congress.
However, copies of many of these reports are also
sent to congressional committees interested or con-
cerned with the subject matter. Copies of those con-
taining recommendations to departments or agency
heads are provided to the Appropriations and Gov-
ernment Operations Committees of the House and
Senate as required by the Legislative Reorganiza-
tion Act of 1970.

487-093 O- 73 -2
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A complete listing of audit reports issued during
fiscal year 1972 will be found in Section III of the
Appendix.

The audit work of GAO during the year is dis-
cussed more fully in Chapters Six through Fourteen.
These chapters describe many of the more signifi-
cant reports issued during the year.

New laws affecting GAO’s auditing authority and
responsibility are summarized in Exhibit 2 (p. 167).

Financial Management Improvement

Under the Budget and Accounting Procedures Act
of 1950, GAO assists agencies in the improvement of
their accounting systems and approves their systems
when they are deemed adequate and in conformity
with principles and standards prescribed by the Comp-
troller General.

In fiscal year 1972, GAO approved 10 statements
of accounting principles and standards and seven de-
signs of complete accounting systems as submitted by
civil and international departments and agencies.

Of 149 civil and international department agencies’
accounting systems subject to approval, 86 complete
accounting systems designs had been approved by the
end of fiscal year 1972. As of the same date, we had
approved 27 statements of accounting principles and
four systems designs in the Department of Defense.

During the year we completed a major report on the
initial phases of a study of measuring and enhancing
productivity in the Federal sector. This study was a
joint effort of our Office with the Office of Manage-
ment and Budget and the Civil Service Commission.

More detailed information on our work in the im-
portant area of financial management improvement
will be found in Chapter Five.

Transportation

In meeting our responsibility for determining the
correctness of charges claimed for freight and passen-
ger transportation services furnished the United
States, we audited $1.7 billion in transportation
charges this year. This amount consisted of $1 billion
paid for 4.3 million freight shipments and $700 mil-
lion for 2.7 million passenger movements.

A total df 84,445 claims of overcharges by the
United States against carriers were settled for $14.8
million, while 20,440 claims against the United States
by carriers were settled for $6.86 million.
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Assistance was furnished to the Department of Jus-
tice in some 29 legal actions involving claims against
the United States for approximately $1,270,000 cov-
ering 3,983 shipments. Nineteen suits, the subject of
reports in this or prior years, were settled for about
$95,000, or about $760,000 less than claimed.

Carriers filed 85 suits covering 22,327 shipments.
Fifty-five of these suits and nearly 20,000 of the ship-
ments covered overseas movements of household goods
by the Department of Defense. Although the amount
sued for is not stated in the petitions, we estimate po-
tential liabilities to the Government d approximately
$10 million if the final rulings of the court are ad-
verse to the Government. (For details see Chapter
Thirteen.)

Settlement of Claims

Oue of our important functions is the settlement of
claims by and against the Federal Government. During
the year we settled 9,439 claims against the United
States for $69.9 million. We also settled 22,211 claims
by the United States resulting in the collection of $4.6
million. As of June 30, 1972, there were 12,246 claims
under collection, representing accounts receivable of
approximately $9.5 million. There were also 1,722
claims reported to the Department of Justice for col-
lection by suit.

More detailed information on these activities will be
found in Chapter Thirteen.

Savings

It isimportant to note that many significant financial
and other constructive benefits result from the work
of the General Accounting Office that are not fully or
readily measurable in terms of dollars. These benefits
result from actions taken by the Congressor by Federal
departments and agencies to improve their procedures,
eliminate unnecessary expenditures, or make other
changes which contribute to greater efficiency, econ-
omy, and effectiveness in the conduct of the Govern-
ment’s far-flung operations. Examples of accomplish-
ments such as these are also included in Section II of
the Appendix.

Detailed information on financial savings attribut-
able to the work of GAO in fiscal year 1972 are set
forth in Section II of the Appendix. During this year
total measurable savings amounted to nearly $292
million, including $29 million of cash collections and
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$263 million of other savings resulting from action re-
quired or improvements recommended by our Office.

Operating Expenses

Operating expenses for fiscal year 1972 amounted to
$87.4 million. Nearly 90 percent of this amount—$78.3
million—was for salaries and other personnel costs.

Financial statements showing our financial position,
summary of operating expenses, and sources and ap-
plication of funds are included in this report as Ex-
hibits 6, 7, 8,and 9 (pp. 174to 177).

Staffing and Training

During fiscal year 1972 we again experienced a
small growth in total staff. As of June 30, total employ-
ment was 4,826, an increase of 75 over 1971. The pro-
fessional staff, which includes about 500 persons with
degrees in fields other than accounting, totaled 3,128,
or nearly 65 percent of the total staff.

To refreshen skills and keep abreast of new concepts
and techniques, 2,735 professional, technical, and sup-
port staff members participated in our numerous in-
ternal training programs. Also, 1,775 staff members
participated in training outside the Office, including
conferences, advanced management training, and ex-
ecutive development programs.

Access to Records

To make a satisfactory independent audit of the pro-
grams and activities of Federal departments and agen-
cies requires access to their books, documents, papers,
and records. The Congress recognized this need in pro-
viding broad authority for such access when it enacted
the Budget and Accounting Act, 1921, and it repeated
this authorization in numerous laws enacted since that
time.

Most executive departments and agencies cooperate
satisfactorily with us on this score. However, we con-
tinued to encounter restrictions on our access to rec-
ords by certain agencies, notably the Department of
Defense, the Department of State, the Treasury De-
partment, and the Federal Deposit Insurance Corpora-
tion.

This problem is discussed more fully in Chapter Two
because of its impact on our capacity to assist the
Congress and, with respect to our audit work in the
international area, in Chapter Twelve.



Commission on Government
Procurement

The Commission on Government Procurement was
established by law in 1969 to make a comprehensive
study of Federal procurement statutcs, policies, and
practices. The law establishing this Commission named
the Comptroller General as one of its 12 members. Be-
cause o the Comptroller General’s membership and
GAO’s considerable experience over the years with
Federal procurement law and audits of Government
agency procurement operations, we provided a con-
siderable amount of assistance to the Commission
during its study. The Commission’s report is to be
submitted to the Congress in December 1972. Chapter
Five contains further information on the kind of as-
sistance provided to the Commission.

Cost Accounting Standards

The Cost Accounting Standards Board was created
as an agent of the Congress in August 1970 by an
amendment to the Defense Production Act of 1950
(Public Law 91-379). The Board is charged with
developing and promulgating cost accounting stand-
ards for application in the negotiation and admin-
istration df defense contracts.

The Comptroller General of the United States is
Chairman and he appoints four other members. Al-
though the Board is not a part of GAO, this impor-
tant activity requires a considerable amount of the time
and attention of the Comptroller General and the De-
puty Comptroller General.

Detailed information on these activities is contained
in the annual reports of the Cost Accounting Standards
Board, the first of which was submitted to the Con-
gress on August 15, 1972.

Audit Standards

During the year work was completed in preparing

HIGHLIGHTS OF ACTIVITIES

a statement of standards for auditing governmental
organizations, programs, activities, and functions. In
recognition of the need to promote a substantial im-
provement and strengthening of the quality of auditing
of all levels of governmental activity, this project was
begun in 1970 under GAQO leadership.

Work on the project was performed by an inter-
agency group composed of individuals from the major
Federal departments and agenciesinvolved in grant-in-
aid programs. Assistance was also obtained from State
and local governments and other professional
associations.

The statement of auditing standards was officially
published in booklet form on August 1, 1972. We con-
sider it to be a very important landmark in the con-
tinuing evolution of auditing of government operations.
Additional work to be done in the future includes per-
forming demonstration. audits, developing effective
audit coordinating machinery, and devising effective
training programs. This project is also discussed in
Chapter Five.

GAO 50th Anniversary Lectures

The year 1971 marked the 50th anniversary of the
establishment of GAO by the Budget and Accounting
Act, 1921. As described in the 1971 annual report,
a part of the commemoration of this anniversary was
devoted to the presentation of 16 lectures by prominent
leaders in many fields for the benefit of GAO staff
members. These lectures were all related to the theme
of improving management for more effective
government.

During the year these lectures were compiled into
a book which was published in August 1972. The
book has been widely distributed to Members of Con-
gress, government officials, colleges and universities,
and many other individuals interested in government
operations and the work of GAO. This book is consid-
ered to be a very important contribution to the litera-
ture on improving management of complex government
operations.
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CHAPTER TWO

ASSISTANCE TO THE CONGRESS

Importance of Assistance Provided

The effectiveness of the General Accounting Office
is best judged by its ability to directly serve the many
needs of the Congress. Our Office was established as
an instrument of Congress, and, as such, it must serve
that purpose first. The late Senator Allen J. Ellender,
former Chairman of the Senate Committee on Appro-
priations, said last year:

Throughout its long history, the GAO has supplied many
facts on Government programs that would otherwise not have
reached the Congress. No other source, as far as | know,
provides this type of analytic, objective information to the
Senate and House of Representatives. The GAO’ task of
auditing and reporting on activities, programs, and the use
of public moneys by the executive agencies is, in reality, an
indispensable informational aid to Congressand, consequently,
of great significance to the success of our representative
Government.

The year 1972 was again marked by a continuing
increase in our efforts to serve the Congress. About
26 percent of our professional and supporting staff
resources were applied to providing direct assistance —
up from 20 percent the previous year. We made studies,
supplied information, drafted legislation, and worked
on assignments with congressional committees.

We believe this greater demand on our resources 1s,
in part, a reflection of an increasing congressional
awareness of our capabilities and resources. It also
reflects the growth in cost and complexity of Govern-
ment programs and recognizes the need for independ-
ently obtained, objective information on them. We
anticipate that even more staff resources will be re-
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quired for direct assistance in the coming years to
respond to continuing congressional interest in such
important areas as rising welfare and medical costs; the
environment; consumer protection; health, education,
manpower and housing programs ; and defense pro-
curement and logistics activities.

These increased demands represent both an oppor-
tunity and a challenge. We have an opportunity to play
an even more meaningful role in Congress’ legislative
and oversight responsibilities. At the same time we must
continue to devote sufficient resources to our self-
initiated work to provide the Congress with useful
information and assessments on the conduct of Federal
programs and activities and on whether they are effi-
ciently and effectively managed.

We believe that fiscal year 1972 was a highly pro-
ductive year in improving our relationship with and
our services to the Congress. We realize, however, that
more needs to be done to insure that sufficient informa-
tion is available to adequately evaluate existing and
new complex issues facing Government today and in
the future.

This chapter discusses the many ways we directly
assist the Congress. The information is furnished in
accordance with past practice and pursuant to the
direction of section 205(b) of the Legislative Reorga-
nization Xct of 1970.

Audits Required by
Laws Enacted During the Year

The Congress enacted a number of laws in fiscal
year 1972 which required our Office to undertake spe-
cific audits and investigations.

The Emergency Loan Guarantee Act created an
Emergency Loan Guarantee Board for establishing
Government guarantees of loans to major business
enterprises threatened with bankruptcy. Our Office
is required to make a detailed audit of the transac-
tions of any borrower who makes an application for
a loan guarantee. The only fam whose loans were
so guaranteed during the year was the Lockheed
Aircraft Corporation. Lockheed cooperated in our
review of their activities but we met with resistance
from the Board itself in obtaining records we be-
lieve were necessary to carry out our responsibilities
under the act. This and other access-to-records prob-
lems are discussed further on page 10.

The Military Procurement Authorization Act for
1972 provided a procurement contingency fund of
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$325,100,000 for the C-5A aircraft manufactured by
Lockheed Aircraft Corporation with all payments to
be made through a special bank account and au-
dited by the Defense Contract Audit Agency and
the General Accounting Office. As required by the
act, we furnished quarterly reports to the Congress
on August 9 and November 17, 1971, and February
18 and May 30, 1972.

Our audit authority pertaining to Federal edu-
cation programs was recodified by a section of the
Education Amendments of 1972which provided that
we review, audit, and evaluate such programs with
particular attention to the practice of Federal agen-
cies in contracting with private firms for a wide
range of educational program studies and services.
Although this provision added no new authority
or specific audit requirement, it was the first Federal
law to specify that we undertake a review upon
request of an individual Member of Congress.

Our Office undertook a year-long study of health
facilities construction costs pursuant to a provision
of the Health Manpower Training Act of 1971. In-
novative techniques, new materials, and waiver of
costly Federal standards were analyzed as possible
means of reducing the cost of constructing health
facilities financed in part by funds provided under
the Public Health Service Act.

The Foreign Assistance Act of 1971 provided in
section 658 that no funds appropriated under the
provisions of that act or the Foreign Military Sales
Act could be obligated or expended after April 30,
1971, until we had certified that all fiscal year
1971 funds impounded for the programs and activi-
ties of three Federal agencies—the Departments of
Agriculture; Health, Education, and Welfare; and
Housing and Urban Development—had been re-
leased for obligation and expenditure. After a review
of records of the three agencies and consultations
with the Office of Management and Budget, we
notified the Congress on May 2, 1972, that all of the
funds required to be released by the act had been
released by the date specified.

A summary of all the legislation enacted during the
year relating to the work of the General Accounting
Office is included as Exhibit 2, beginning on page 167.

Monthly Listings of GAO Reports

Pursuant to Section 234 of the Legislative Reorga-
nization Act of 1970, the Comptroller General sends

10

each month to the Congress, its committees, and Mem-
bers a list of GAO reports issued or released during
the previous month. These lists have been found to be
useful to committees and Members interested in keep-
ing a ready reference to our reports or in keeping in-
formed on the reports issued. Each list shows the title
of each report, the date of issuance, the file number,
and the agencies or other organizations responsible
for the activities reviewed.

GAO Liaison With the Congress,
Committees, and Members

Our Office of Legislative Liaison is a central co-
ordination point for providing the Congress with
prompt and effective assistance. Because of the im-
portance of the functions of this office, it is under the
direct supervision of the Deputy Comptroller Gen-
eral, Robert F. Keller. The representatives from the
liaison office maintain continuous contact with Mem-
bers of Congressand committee staffs to:

Coordinate the work of the Office in meeting
and anticipating the needs of the committees and
individual Members of Congress.

Keep the committees of the Congress advised of
information developed by our operating divisions.

Ascertain the interests of committees so that they
will be considered in planning our audit programs.

Provide personal attention to the inquiries and
requests of individual Members and committees.

Arrange for testimony to be given before congres-
sional committees.

The members of the Office of Legislative Liaison are
Smith Blair, Jr., Martin J. Fitzgerald, Roger L. Sper-
ry, and T. Vincent Griffith.

Access to Records

In establishing GAO in 1921, the Congress recog-
nized that the Office would need complete access to
the records of the Federal agencies. Accordingly it pro-
vided the following basic authority in section 313 of
the Budget and Accounting Act, 1921 (31 U.S.C.53,
54) :

All departments and establishments shall furnish to the
Coinptroller General such information regarding the powers,
duties, activities, organization, financial transactions, and

methods of business of their respective offices as he may from
time to time require of them; and the Comptroller General,



or any of his assistants or employees, when duly authorized
by him, shall, for the purpose of securing such information,
have access to and the right to examine any books, docu-
ments, papers, or records of any such department or estab-
lishment.

Although most executive departments have cooper-
ated, certain departments and agencies have restricted
our access to pertinent records and documents. As a
result, they have seriously impaired our ability to ef-
fectively make independent reviews and evaluations of
agency operations and programs and to report on such
work to the Congress.

The Department of State and the Department of
Defense have denied us access to records involving re-
lations with foreign countries and U.S. participation
in international lending institutions. The Treasury De-
partment and the Federal Deposit Insurance Corpo-
ration have also denied us access to important records.

During fiscal year 1972 we experienced increasing
difficulties with these departments and agencies, in-
cluding an impasse with the Emergency Loan Guaran-
tee Board which was partially resolved in August
1972,

Our review efforts at the Internal Revenue Serv-
ice have been materially hampered, and, in some cases
terminated, because of the continued refusal by that
agency to grant us access to records necessary to effec-
tively review IRS operationsand activities.

Although IRS has permitted Federal agencies,
States, individuals, contractors, and others to have ac-
cess to tax returns and records, we have been given
access to individual tax returns only when the return
was needed in connection with another matter in which
we were involved or when we had made limited re-
views at the request of the Joint Committee on Inter-
nal Revenue Taxation. Otherwise we have been denied
records requested for reviews of IRS operations. The
reviews of IRS conducted at the request of the Joint
Committee have been made pursuant to an arrange-
ment whereby GAO and the Joint Committee agreed
on certain priority matters involving the administra-
tion of the internal revenue laws.

Without access to necessary records, we cannot ef-
fectively evaluate IRS administration of operations in-
volving billions of dollars of annual gross revenue col-
lections (about $208 billion in fiscal year 1972) and
more than a billion in appropriated funds (about $1.1
billion in fiscal year 1972). Such an evaluation, we
feel, would greatly assist the Congress in its review of
IRS budget requests and in its appraisal of IRS oper-
ations and activities. Without such access, the man-
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agement of this very important and very large agency
will not be subject to any meaningful independent
audit.

Specific examples of our access problems were
included in our testimony in July 1971 before the
Subcommittee on Separation of Powers, Senate Com-
mittee on the Judiciary. A compilation of the access-
to-records problems we have encountered in making
audits of foreign operations and assistance programs
was furnished the Chairman of the Senate Committee
on Foreign Relations in September 1971. We also ap-
peared before the Foreign Operations and Government
Information Subcommittee of the House Committee
on Government Operations in May 1972 to provide
a comprehensive statement of the difficulties we have
encountered in obtaining information from the execu-
tive departments.

The access-to-records problem encountered during
our reviews of international activities is further dis-
cussed in Chapter Twelve on page 132.

Standardized Information and
Data Processing System

Sections 201 and 202 of the Legislative Reorga-
nization Act of 1970require the Secretary of the Treas-
ury and the Director of the Office of Management
and Budget, with GAO cooperation, to develop, estab-
lish, and maintamn (1) a standardized information and
data processing system for budgetary and fiscal data
and (2) standard classifications of Federal programs,
activities, receipts, and expenditures.

Under these provisions, GAO is the agent df the
Congress for insuring that congressional interests will
be adequately represented and considered by the
Office of Management and Budget and the Depart-
ment of the Treasury in developing the required
systems.

This project is to serve the needs of the Congress
and the executive branch. It is a major long-term proj-
ect requiring the cooperation and coordination of all
elements of the Federal Government. As a part of this
effort, during fiscal year 1972 we interviewed Members
of Congress and representatives of 42 committees con-
cerning congressional needs for budgetary and fiscal
information. The results of these interviews were re-
ported to all Members of the Congress and con-
gressional committees on February 17, 1972 (B~
115398).

The Joint Committee on Congressional Operations
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reviewed the progress of this program at hearings on
March 1 and April 25, 1972.

The GAO staff assigned to this project will continue
to:

Maintain liaison with the congressional users of
budgetary and fiscal data to refine the information
needs described in the February 1972 report to the
level needed to enable the executive branch to pro-
ceed with the standard classifications and data proc-
essing system which will provide for congressional
information needs.

Work with the committees directly concerned with
(1) the oversight functions required by the Legis-
lative Reorganization Act of 1970 and (2) the op-
eration of information and computer services of the
Senate and the House.

Maintain liaison and work with the systems de-
velopers in the executive branch.

Prepare comments as deemed appropriate on the
annual report to the Congress required of the Secre-
tary of the Treasury and Director of the Office of
Management and Budget by section 202 of the
Legislative Reorganization Act of 1970. This sec-
tion calls for annual progress reports on the de-
velopment of the information and data processing
systems and standard classifications these officials
are required to develop.

Reports to the Congress

Reports on audits of Federal programs and activities
initiated by GAO constitute a major means of keeping
the Congress informed of the programs it authorizes
and funds. While our reports to the Congress can cover
any of a great number and wide variety of Government
programs and activities, we make every effort to devote
our audit efforts to subjects of current or future inter-
est to the Congress and its committees and to report
the results in time to be considered in relevant legis-
lative proceedings.

Reflecting the increased interest of the Congress,
more and more effort is being devoted to assessing the
results of programs in terms of the objectives set forth
in the authorizing legislation. Some examples of such
reports issued to the Congress during the year follow.

The Federal Bureau of Narcotics and Dangerous

Drugs, States, local agencies, and industry needed to

do much more to reduce the diversion of legitimately

manufactured drugs into illicit channels. Bureau
estimates indicated that 90 percent of the dangerous
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drugs widely used in medical practice were diverted
to the illicit market unintentionally from licensed
sources — manufacturers, distributors, doctors, and
pharmacists. The opportunities for diversion ap-
peared endless. We found the Bureau was making
some progress in curbing diversion, but much more
needed to be done. We made several recommenda-
tions to the Bureau for strengthening its methods to
curb diversion, including working with industry to
establish a program for better self-regulation. (See
Appendix, Section I, Item 184.)

The major goal of the Bureau of Indian Affairs
education program is to close the education gap be-
tween Indians and other Americans by raising the
academic achievement level of Indian students up
to the national average by 1976. We evaluated the
management methods used by the Bureau in meet-
ing this goal and found that apparently relatively
little progress had been made. In fact its education
programs had not been designed to achieve this
goal. We suggested enactment of legislation requir-
ing the Bureau to furnish certain specific infor-
mation described in our report, which the Congress
could use to evaluate the progress being made in
improving Indian education. (See Appendix, Sec-
tion I, Item 36.)

In a review of progress and problems of the Office
of Air Programs, Environmental Protection Agency,
in reducing air pollution from automobiles, we found
that, because of a number of administrative weak-
nesses, the control of such pollution had not been
as effective as necessary. In prior industry recalls re-
lated to automobile safety, generally only 30 to 40
percent of owners notified returned their cars for
modifications. There was no reason to expect that
a significantly greater number o owners would vol-
untarily return their cars for modification when noti-
fied that their cars’ emissions exceeded the stand-
ards. As a result, the potential effectiveness of the
recall program could be lessened significantly. We
suggested Congress require by legislation that car
owners notified that their cars’ emissions exceed
established standards return them for modification.
(See Appendix, Section I, Item 83.)

In performing a followup review of the enforce-
ment by the Department of Agriculture’s Consumer
and Marketing Service of sanitation standards in
poultry plants reported on 2 years previously, we
found that actions taken by Agriculture had not been
successful at the 68 plants we visited. For each of the



plants, supervisory inspectors, who accompanied us
and evaluated each plant for compliance with the
agency’s standards, reported deficiencies. These
varied from plant to plant. Many of the sanitation
deficiencies appeared to have existed over a long
period. Strong, day-to-day enforcement by the
agency’s plant inspectors and effective supervisory
control appeased to be lacking. Weaknesses in the
agency’s enforcement of sanitation standards may

have been widespread. (See Appendix, Section I,

Item 10.)

The Food and Drug Administration (FDA) is re-
quired by law to provide assurance that food prod-
ucts shipped across State borders—which includes
most of the foods purchased by the American
people —are processed under sanitary conditions and
are safe, pure, and wholesome. We found that FDA
inspections had indicated that sanitary conditions in
the U.S. food industry had deteriorated during the
past 3 years. FDA did not know how extensive these
insanitary conditions were and could not insure the
consumer protection required. We advised Congress
that, after receiving a more accurate inventory of
food plants under FDA'’s jurisdiction and an interim
plan of action, it should consider the adequacy of
FDA’sinspection coverage within the resourcesavail-
able under its current appropriation. (See Appendix,
Section I, Item 13.)

Strategic Arm): Forces units—the forces relied
upon for military actions short of general nuclear
war—would have had difficulty deploying units at
full strength because many units were not combat
ready. Considerable maintenance support was re-
quired to bring the essential combat and combat-
support equipment to fully ready conditions, Subse-
quently, some funding restrictions were lifted and
increased overall unit readiness was anticipated. (See
Appendix, Section I, Item 216.)

Notwithstanding the priority given to evaluation of
ongoing programs, review of the efficiency and economy
of Government operations continued to be an impor-
tant part of our audit effort. As in past years, we fre-
quently reported-to the Congress on opportunities for
improving management and achieving savings. Some
examples include:

Substantial costs were being incurred by the De-
partment of Defense to replace potting compounds
which protect electrical connections and other com-
ponents in military equipment from moisture and
corrosion. After prolonged exposure to high heat and
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humidity, the compounds reverted to liquids leaving
the components unprotected. (See Appendix, Section
I, Item 136.)

The military services could reduce costs through
more interservice support overseas. Although much
had been accomplished within the Pacific Command,
more could have been done. The Command needs
to take a more active role in the management of
interservice support. (See Appendix, Section I, Item
194.)

The Air Force did not charge the Communica-
tions Satellite Corporation (COMSAT) for over $6
million (as computed by GAQ) of launch service
costs through fiscal year 1969 in connection with
agreements between COMSAT and the National
Aeronautics and Space Administration (NASA)
whereby NASA supplied launch services to place
commercial communications .satellites into orbit.
Some of the services that NASA agreed to furnish
actually were provided by the Air Force. (See Ap-
pendix, Section I, Item 229.)

Not all of our reports discuss findings which require
substantive corrective actions. For instance, our second
review of the phasedown of U.S. military activities in
Vietnam showed that considerable progress had been
made to insure an orderly phasedown and effective re-
distribution of equipment and material, as well as to
cope with other problems identified in our earlier re-
view. Additional problems were discussed, however.
(See Appendix, Section I, Item 129.)

Still other reports covered both the effectivenessand
the economy and efficiency of Government programs.
For instance, we reported on the rapid buildup of un-
processed default claims under the Guaranteed Student
Loan Program and the necessity for improved claims-
collection operations in the Office of Education, De-
partment of Health, Education, and Welfare. We also
called attention to the absence of a national refund
policy for educational institutions participating in the
Guaranteed Student Loan Program in connection with
defaulted loans as well as loans involving students who
have died or who have become totally and permanently
disabled. (See Appendix, Section I, Item 224.)

Evidence that our reports on self-initiated reviews
are of direct assistance to the Congress was most clearly
stated in the House Appropriations Committee’s report
on the Department of Defense appropriations bill for
fiscal year 1973.The report stated:

The Committee has been greatly assisted in its efforts to
evaluate Defense budget proposals by studies made by the
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General Accounting Office. A total of 150 reports on defense
programs have been made available to the Committee by the
GAO during the period of July 1, 1971 through July 31, 1972.
The Committee and the Congress must have available ob-
jective studies of the details of selected Defense programs.
The GAO studies supply the needed objectivity. Many sav-
ings have been made possible by these efforts. Reports made
to the Committee include :

1) The Army‘s Program to Modernize Ammunition

Plants;
2) The Army’s Base Operating Information System;

3) The Army’s Combat Service Support System;
4) The Acquisition of Major Weapon Systems;

5) Cost Estimating for Major Acquisitions;

6) Audit of Payments from Special Fund to Lockheed
Aircraft Corporation for C-5A Aircraft Program;

7) Causes of Shipbuilders’ Claims for Price Increases;

8) Systems Engineering of the Army’s Tactical Opera-
tions System Operable Segment;

9) The Army’s Request for Funds for the Evaluation of

Three Helicopters.

As can be seen from this brief listing, GAO reports cover
many areas and programs. The Committee expects to con-
tinue to rely heavily on the information provided by the Gen-
eral Accounting Office.

We are appreciative of the Committee’s comments

and hope that our assistance to this and other commit-
tees will be equally effective in the future.

Reports to Committees

An increased portion of our efforts during the year
was devoted to investigations and reviews undertaken
at the specific request o congressional committees.
Our Office plays an active role in making our knowl-
edge and resources available to committees by main-
taining and encouraging close working relationships
with their Members and staffs. Briefing sessions con-
cerning our ongoing and planned audit work and in-
formal information exchanges on matters of mutual
interest serve as the primary means of continuing dia-
logue.

Requests from congressional committees and indi-
vidual Members (see following section) are given first
priority. We realize that often committees must con-
sider, evaluate, and report on matters with little ad-
vance notice and frequently within a relatively short
time. Accordingly, we frequently adjust our work sched-
ules and occasionally postpone or delay self-initiated
work to perform work requested by committees or to
expedite completion of reports for the use of commit-
tees upon learning that the subjects of audits and re-
views initiated by us were also on committees’ current
oversight and legislative agenda.
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In fiscal year 1972, we issued 127 special reports on
audits and reviews requested by congressional commit-
tees. These reports involved many subjects, including
Navy shipbuilding, treatment of drug addicts in Fed-
eral facilities, and highway safety improvement pro-
grams. Other examples of reports to committees issued
during the past year follow.

The Subcommittee on Executive Reorganization
and Government Research, Senate Committee on
Government Operations, asked us to obtain answers
to 23 specific, detailed questions about the drug Iso-
niazid, which was used by an estimated 20 million
Americans. The report presented our findings, to-
gether with supporting documents of the Federal
agencies involved. (See Appendix, Section I, Item
14.)

A report to the Subcommittee on Employment,
Manpower and Poverty, Senate Committee on La-
bor and Public Welfare, on December 17, 1971, dis-
cussed how $600 million was allocated, first by the
Federal Government, then by the States, under sec-
tion 9 of the Emergency Employment Act of 1971.
This act authorized a total of $1 billion for fiscal year
1972 and $1.25 billion for fiscal year 1973 to provide
unemployed and underemployed persons with tem-
porary employment in public service jobs during
periods of high unemployment. The December re-
port was the first in a series of reports resulting from
the Subcommittee’s request that we perform a con-
tinuing evaluation of the program. (B-163922, Dec.
17,1971)

We furnished the Joint Committee on Atomic
Energy a report in January 1972 on improvements
needed in the review and evaluation by the Atomic
Energy Commission of applications to construct and
operate nuclear powerplants. Because of the growth
of the nuclear power industry, AEC’s workload and
length of time for processing license applications had
increased substantially in recent years. Management
did not give priority to improving the review and
evaluation process, but concentrated its available re-
sources on the review of individual cases and did not
request specific resources necessary to develop and
make improvements. AEC had not established an
effective, independent review group to conduct man-
agement reviews of regulatory staff activities. (See
Appendix, Section I, Item 190.)

Two reports issued in March 1972, one to the
House Ways and Means Committee and the other to
the entire Congress, highlighted our March 20, 1972,

15



ASSISTANCE TO THE CONGRESS

testimony before the Joint Economic Committee’s
Subcommittee on Fiscal Policy on the effectiveness
of Federal welfare programs. The report to the Ways
and Means Committee discussed opportunities to in-
crease substantially the amount of child support
which could be collected from absent parents of
families receiving assistance under the program of
aid to families with dependent children. This pro-
gram is administered by the States with general
guidance provided by the Department of Health,
Education, and Welfare. Among other things, the
Department had not emphasized collection of child
support because there was a shortage of regional staff
and because this activity represented a small part of
the program. (See Appendix, Section I, Items 40
and 44.)

Administration of the Federal highway use tax by
the Internal Revenue Service was the subject of a
May 15, 1972, report to the Legal and Monetary
Affairs Subcommittee, House Committee on Govern-
ment Operations. Our review was restricted to an
analysis of data made available by IRS because it
denied us access to tax administration records on the
basis that only the Joint Committee on Internal Rev-
enue Taxation had the right to review administration
of the tax laws. We had been requested to report on
a 7.7 percent delinquency rate in highway use tax
payments, the action taken to identify truck owners
liable for the use tax, the extent to which truck
owners liable for the tax did not file returns, and
the significance of the corresponding unpaid taxes.
We found that in recent years IRS had been unable
to fully follow through on information provided by
the States in its returns compliance program. We
said that IRS should strengthen enforcement of the
law by requiring that decals be placed on trucks
for which the tax had been paid. (See Appendix,
Section |, Item 247.)

Our report on a review we initiated of child-care
activities in the District of Columbia was issued to
the House Education and Labor Committee at its
request. This review was a unique effort to examine
how child care actually was being carried out in
a given locality. Funds were provided for child care
under 11 Federal programs and administered by
three local agenciesand several private organizations.
We concluded that the numerous Federal programs
and a lack of coordination at the local level con-
tributed to a number of problems in providing eco-
nomic and effective child care. The report was dis-
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cussed extensively in the House debate on the Office
of Economic Opportunity authorization bill. (See
Appendix, Section I, Item 35.)

For the third successive year, we provided the
Congress with an independent appraisal of the com-
plex problems associated with weapons systems de-
velopment and procurement by the Department of
Defense. This work culminated in the issuance of a
report on 77 weapons systems reviewed shortly after
the close of fiscal year 1972. The report was
preceded, however, by the issuance of GAO-
prepared staff studies on each weapon system to the
Appropriations and Armed Services Committees of
both Houses. These studies were issued in time for
the Committees’ use in consideration of the fiscal
year 1973 authorization and appropriation requests
for the Department of Defense. (See Appendix, Sec-
tion I, Item 132.)

Reports to Individual Members
of Congress

Our Office continued to make its services available
to individual Members of Congress. Our policy is to
serve each Member’s legitimate needs to the extent
our resources permit.

Many times, local problems with Federal programs
brought to a Congressman’s attention, upon investi-
gation, reflect deficiencies which are national in scope
and which deserve attention by top agency manage-
ment or serve as the basis of further GAO audit
work.

To conserve our resources, we encourage Members
to first bring any problem to the attention of the Fed-
eral agency administering the program in question. If
this approach does not obtain satisfactory results, we
then review the matter and furnish the Member a re-
port. Sometimes we undertake reviews of matters with-
out first referring them to another agency, if for exam-
ple, the subject is one we are uniquely qualified to
handle or action by another agency would be im-
practical. We attempt to work closely and consult fre-
quently with the Member or his staff on matters
referred to us to be sure a satisfactory result is obtained
promptly and with the least expenditure of manpower.

During fiscal year 1972, our Office issued 189 audit
reports to individual Members, covering subjects
touching on a multitude of Federal programs and ac-
tivities. We received numerous requests concerning
agencies, such as the Department of Defense, the Of-



fice of Economic Opportunity, and the Department of
Health, Education, and Welfare. The following se-
lected examples provide some insight into the range of
subjects we reviewed at the request of individual Mem-
bers during the year.

At the request of Congresswoman Ella T. Grasso
and Senator Lowell P. Weicker, we reviewed the
purchase of equipment by the Department of the
Army from a watchmaking company and the re-
lated award of a contract to produce certain time
fuses. We concluded that the study performed by
the Army which served as the basis for its action
was insufficiently comprehensive because additional,
available machine capacity had not been considered.
The Army conducted another study to remedy the
inadequacy. (B-173451,Jan. 20,1972)

Congressman Benjamin S. Rosenthal asked us to
inquire into a low-rent housing project in Queens,
N.Y., which had been proposed by the New York
City Housing Authority. We found a number of
problems, including a lack of written assurance that
the Authority would bear any abnormal foundation
costs, location of the site adjacent to a six-lane ex-
pressway, and possible insufficient school capacity
to serve the project’s children. The estimated total
development cost did fall within the limits pre-
scribed by the Department of Housing and Urban
Development. (B—118718, Dec. 1,1971)

Grants by the Department of Health, Education,
and Welfare to the National Reading Center Foun-
dation were the subject of similar reports issued to
Senator William Proxmire and Congresswoman
Edith Green. Both reports discussed the procedures
followed in the award of the first grant to the Foun-
dation. We found these procedures inadequate to
reasonably insure the operation of a workable pro-
gram to improve reading skills. Also discussed were
problems relating to unallowable grant costs and a
conflict over the roles of the various parties involved.
(B-164031(1), Apr. 4, 1972)

On behalf of Senator Edward Brooke, we under-
took a comprehensive study of the impact of Federal
programs on economic development, employment,
and housing in New Bedford, Mass. This study pro-
vided us with a unigue opportunity to develop skills
in analyzing the impact of a broad range of Federal,
State, and local efforts on a single city. New Bed-
ford had deep-seated unemployment and economic
problems which defied quick solution. Our report to
Senator Brooke indicated that the basic problem was
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how to attract new industries to create jobs and im-
prove wages. Many attempts had been made at Fed-
eral, State, and local levels to improve the economic
situation. We suggested that previously established
plans and objectives be reexamined and revised,
when necessary, in view of previous experience and
the continuing need for increased economic activity.
(See Appendix, Section I, Item 23.)

Congressman H. R. Gross requested us to review
the site selection and contract awards for construc-
tion and mechanization of the New York Bulk and
Foreign Mail Facility. We found that the cost of
the facility would substantially exceed the initial
cost estimates because of problems in site selection
and preparation, selection of contractors for archi-
tect and engineering services, contract award and
evaluation, and a sole-source procurement of parcel-
sorting machines. (See Appendix, Section I, ltem
154.)

We prepared cost éstimates for major items in
a proposed system of universal voter registration at
the request of Senator Edward M. Kennedy. Our
report contained estimates on startup and continu-
ing costs. (B—173959, Nov. 2,197 1)

Members of Congress also sought and obtained spe-
cific information on many other activities of the Office
during the year. A total of 749 written orts were

. Pl >
furnished to Members of Congress upon their request
concerning claims by and against the United States
involving Government contracts, compensation of ci-
vilian personnel, travel, per diem, transportation, pay
and allowances of military personnel, and other kinds
of claims.

Reports on Pending Legislation

First-hand review and obsenation of agency pro-
grams and activities enable our Office to provide well-
informed, independent advice on proposed legislation.
Consequently, congressional committees regularly call
upon us to comment on pending bills. During this
past year we furnished 528 such legislative reports to
various committees, as shown on page 18.

A number o the bills on which we reported related
to matters directly affecting the legislative branch. We
commented on bills concerning the reporting of im-
poundments of appropriated funds (S. 2027, S. 2581,
and S. 2604), the reprograming of appropriated funds
(H.R. 10429), and the declassification of information
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Senate Committees

Agriculture and Forestry . . .. ... ... 1
Armed Services . . . ... ..., 1
Banking, Housing, and Urban Affairs . . . 6
Commerce . .. ...ttt 167
District of Columbia . ........... 4
Government Operations . . ... ..... 29
Interior and Insular Affairs . . ... ... 4
Judiciary . . ..o 5
Labor and Public Welfare . . .. ... .. 86
Post Office and Civil Service . ... ... 16
Public Works . . . .. ........... 3
Rules and Administration . . . . ... .. 3
Veterans Affairs . . . ... ......... 12
337
House Committees

Armed Services . . . . . . ..o 1
Educationand Labor . . .. ........ 2
Government Operations . . . ... .... 56
House Administration . . ......... 2
Interstate and Foreign Commerce . . . . 13
Judiciary . . ... ... .. oL 57
Merchant Marine and Fisheries . . . . . . 25
Post Office and Civil Service . . ... .. 10
Public Works . .. .. oo v v i v i v 4
Science and Astronautics . . . . ... ... 11
Standards of Official Conduct . . ... .. 2
Veterans Affairs . . . ............ 2
Ways and Means . . . .. ......... 6
191

Total . . ... ............ 528

(H.R. 10277), as they related to the availability of in-
formation concerning executive branch operations. We
reported on one bill (S.2926) which would create an
independent board to regulate the security classifica-
tion system and to provide greater congressional and
public access to Government information.

We also furnished our views on three bills (S. 343,
S. 344, and S. 1885) which would require certain per-
sons, including Members of Congress and legislative
branch employees earning over $18,000 per year, to
file periodic public financial disclosure reports with the
Comptroller General. We strongly suggested that the
administrative responsibilities under these bills not be
vested in our Office.
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We provided comments on two bills (H.R.5259 and
S. 2492) which would transfer from the Clerk of the
House and the Secretary of the Senate to the Comp-
troller General the responsibility for administering a
revised Federal Regulation of Lobbying Act. Other
bills on which we reported would permit GAO to
review nonappropriated funds and related activities
of the executive branch (S.2782), would establish the
calendar year as the Government's fiscal year (S. 1875),
and would authorize suits in the U.S. District Court
for the District of Columbia by the Comptroller Gen-
eral against officers and employees of the executive
branch for declaratory and injunctive relief to prevent
illegal expenditure or obligation of public funds
(S. 2702).

We commented on several bills (H.R. 11280, H.R.
7299, and H.R. 8284) relating to disclosure of receipts
and expenditures connected with campaigns for elec-
tive Federal offices, Public Law 92-225, approved
February 7, 1972, gave our Office responsibility for
such matters with regard to presidential and vice-
presidential campaigns. (See Chapter Three.)

Other bills on which we commented at the request
of committees concerned subjects such as payment of
bills for transportation of Government personnel and
property, improvement of Federal data processingtech-
nology, amendments to the Intergovernmental Co-
operation and Intergovernmental Personnel Acts, a
proposed national power grid system, executive branch
reorganization, environmental protection, general and
special revenue sharing, disposal of excess and surplus
government property, and higher education.

Staff Assistance to Committees

The Budget and Accounting Act, 1921, requires our
Office to make staff members available upon request
to committees having jurisdiction over revenues, appro-
priations, and expenditures. In addition, it has been
our longstanding policy to assign personnel to such
other committees of the Congress as may request staff
assistance, provided that manpower and funds are
available to permit such assignments.

As an illustration of the types of committee inquiries
in which our staff participated, the Permanent Subcom-
mittee on Investigations of the Senate Committee on
Government Operations used the services of several
of our auditors in connection with its investigation of
trafficking in surplus war material in Europe. At the
conclusion of these assignments, the GAO staff mem-



ber who supervised a large part of the review testified
in detail before the subcommittee concerning the in-
formation developed during the investigation. The
Chairman stated that the work performed by the G.40
staff, and particularly the testimony, contributed sub-
stantially to the success of the inquiry.

Staff members from our Boston and New York
regional offices were assigned to the Senate Committee
on Commerce to assist in the Committee’s investiga-
tion of the impact of organized crime on businesses.
The Subcommittee on Labor of the Senate Committee
on Labor and Public Welfare conducted a study of
the Nation’s private pension plans in which several
members of our professional staff participated. In both
cases, the Committees stated that the efforts of the
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assigned employees represented significantand valuable
additions to the investigations.

As in past years, a number of our staff members were
assigned to the Surveys and Investigations Staff of
the House Committee on Appropriations to assist in
that Committee’s work. These assignments involved
inquiries into a broad range of subjects, including the
F-14 and F-15 aircraft programs, manpower policies
and practices in the Department of Health, Education,
and Welfare, and the Agriculture Department’s food
stamp program.

As provided in the Legislative Reorganization Act
of 1970, the following table is included to summarize
the assignments of GAO personnel to congressional
committees during fiscal year 1972.

SUMMARY OF ASSIGNMENTS OF PERSONNEL TO CONGRESSIONAL COMMITTEES—FISCAL YEAR 1972

Length of assignment Travel Other
Committee Salary expenses expenses! Total cost
From To
Senate
Committee on Commerce:

Amato, Peter . . . . . . . . . 0. 9-15-71 10— 8-71 3483 419 41 943

10-20-71 12-23-71 33,425 1,007 291 4,723
Keelan, Donald R . . . . . . . .. ... .. { 31372 6.12-72 34613 2509 392 7514

Committee on Government Operations:
Permanent Subcommittee on Investigations:

Allen, RobertE . . . . . . . . . .. .. .. 12-14—70 7- 9-71 459 174 39 672
Balaban,Jack . . . . . . . .. ... .. .. 12-16-59 12-30-71 10, 742 142 913 11, 797
Balach, WilliamJ . . . . . . . .. ... .. 1-25-71  7-13-711 326 ... .. 28 354
Barnes, CherylS . . . . . . . . .. ... 12-27-711  2-29-72 2,458 216 209 2,883
Boyer, David A . . . . . . . . . o oo 12-27-71 1~ 8-72 430 62 37 529
Cesario, Michael .2 . . . . . . . . . . . .. 12-20-71 6-30-72 47,223 19 613 7,855
Combs,DavidF . . . . . . ... ... ... 2-14-72  2-29-72 599 . . . .. 51 650
Dumont, CharlesR . . . . . . . . .. ... -13-69 7-24-71 798 235 68 1,101
Dutton, Darryl W . . . . . . . . . .. ... 6-26-70 9-30-71 599 727 51 1,377
Frame, Maurice . . . . . . . . . . . . . .. 12-10-62 12-16-71 8, 867 108 754 9,729
Gast, Raymond L . . . . . . . . . . . ... 2- 8-72 5-18-72 13,720 . . . . . 316 4,036
Gordon,Joseph Y . . . . . . . .. ... .. 7-22-70  9-19-71 504 . . . .. 43 547
Hansen, Eldon W . . . . . . . . ... ... 12- 6-71  6-30-72  *9,682 500 823 11,005
Helmer, Richard A.2 . . . . . . . . . . . .. 12- 6-71 6-30-72 +9,894 631 841 11,366
Karle, Richard A . . . . . . . . . . . . .. 2-18-71 7- 9-71 301 137 26 464
Kiessling, Linda . . . . . . . . .. .. ... 10-29-69 9-13-71 1,947 . . . .. 165 2,112
Lopes,Donald F. . . . . . . .. ... ... 2- 8-72 5-18-72 43,620 4 307 3,931
Martin, David R . . . . . . . . . . . . .. 12- 6-71  6-30-72 17,508 556 638 8, 702
Messick, Lynn C . . . . . . . . . . ... .. 6- 562 12-30-71 8,049 . . . .. 634 8, 733
Nunnally, ThomasE . . . . . . . . . . ... 3-24-61 12-30-71 13,378 1,085 1, 137 15,600
Potter, WilburH . . . . . . . . ... ... 1-10-71  2-29-72 1,957 297 166 2,420
Shevlin, JosephJ . . . . . . . . . . . . .. 4-16-62 12-30-71 9,665 . . . .. 822 io, 487
Smith,John A. . . . . . . . .. ..o L. 2-14-72  2-28-72 582 . . . .. 49 631
Tschirhart,John E2 . . . . . . . . . . ... 12- 7-71  6-30-72 %6, 761 22 575 7, 358
Unger, Joseph . . . . . . . . . . . . .. .. 4- 8-71 8-13-71 1, 044 26 88 1, 158
Weiss, LewisL . . . . . . . .. 0L 4-19-71 8-13-711 1,394 . . ... 118 1,512

See footnotes at end of table.
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SUMMARY OF ASSIGNMENTS OF PERSONNEL TO CONGRESSIONAL COMMITTEES — FISCAL YEAR 1972 — Continued

Length of assignment Travel Other
Committee = __ Salary expenses expensest Total cost
From To
Senate — Continued
Committee on the Judiciary:
Lyons. Donald F . . . . . 1-17-72  2-29-72 32 081 - 177 2 258
Roemer. Garry . . . . . . .. 1-17-72  2-29-72 31748 10 149 1, 907
Committee on Labor and Public Welfare:
Subcommittee on Labor:
Anderson. Homer W 4-22-70 12-31-71 3 13.714 1 166 14. 880
Boyd. John C.2 3-13-72  6-30-72 36 342 539 6. 881
Elliott. Allen R . . 5-11-71 5-10-72 3 12. 564 9 1 068 13. 641
Hatchell. Otis D., Jr 5-11-71 12-31-71 3 5. 585 475 6. 060
Kulanko. Andrew F ... 3971 7-6-71 3185 16 201
Lively. Roger L . . { 9-14-71  3-13-72  35. 825 495 6 320
5 2-72 5-13-72 3 625 53 678
Selkowitz, Leonard 2 . 12- 6-71 6-30-72 115 072 1,281 16. 353
Shiplett. Dennis D.2 3-13-72 6-30-72 34,230 360 4. 590
Stevens. Carrie 2 . 5-22-72  6-30-72 1l 690 144 1834
Wasson, Gary R 9-14—-71  3-10-72 36, 807 579 7. 386
Subcommittee on Health :
Daitch. Frederick A.2 . 5-12-72 6-30-72 31,682 47 143 1,872
Denkers. Gerald N 2- 9-72  2-15-72 164 . 14 178
Durham. Calvin J 2-16-72  2-29-72 243 5 21 269
Hively. Harlan R 2-16-72  2-29-72 204 5 17 226
House of Representatives
Committee on Appropriations:
Surveys and Investigations Staff:
Bedell, Warren F 1-29-70 12-30-71 11. 035 32 097 938 14. 070
Burgess. Edna R . . 10- 3-66 12-30-71 5. 188 - 441 5. 629
Davis. Robert A . 7-18-66 12-30-71 12. 932 306 1099 14. 127
De Bord. Barbara . 3-20-72 5-24-12 1,329 . . . .. 113 1 442
Gabriel. Anthony J . . 11- 2-70  12-30-71 10, 836 31,623 921 13. 380
Hoover. John M . . . . . 7-26-71 6-30-72 12. 293 31717 1045 15. 055
Horwath. Charles J., Jr . . 10-14-71  3-24-72 5362 31087 456 6 905
Kiessling. Linda . 12-13-71  1-14-72 946 80 1026
Lee. Mary K . . . . . 5-26-71 8-27-71 1001 . . . .. 85 1 086
Matthews. Edward J . 10-12-71  3-29-72 6. 224 81,411 529 8 164
Metz, Thomas C.? 6-19-72 6-30-72 769 . . . . 65 834
Olson. Philip A2 . 9-15-71 6-30-72 13. 259 32 222 1, 127 16. 608
Remke. John A 7-14-71  1- 5-72 8 894 8013 756 10. 563
Shaffer. Thomas S.2 . 6-26-72 6-30-72 360 . . . . . 31 391
Squellati. Clarence P2 9-13-71  6-30-72 18. 235 33386 1, 550 23. 171
Committee on Armed Services:
Special Subcommittee for Special Investigations:
Lewis. Ernest E., Jr. 8- 6-70 12-30-71 9 485 - 806 10, 291
Underwood. Warren C. 9- 4-70 12-30-71 6. 571 484 559 7. 614
Committee on Banking and Currency:
Cohen. Raymond . 7- 8-70 12-30-71 9. 547 1 009 811 11, 367
Curran, James M. 5- 9-72  5-12-72 277 24 301
Koblick. Barry M. [ 5-9-72 5-12-72 198 .. 17 215
| 5-30-72 6- 1-72 198 1 17 216
Kunzler. John A. 11- 9-70 12-5-71 4. 994 425 5 419

See footnotes at end of table.
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SUMMARY OF ASSIGNMENTS OF PERSONNEL TO CONGRESSIONAL COMMITTEES — FISCAL YEAR 1972 —Continued

Length of assignment Travel Other
Committee Salary expenses expenses! Total cost
From To
House of Representatives—Continued
Committee on Government Operations:
Bittman, ThomasC. . . . . . . . . ... .. 2-16-711 a 9-71 1,201 102 1,303
Subcommittee on Foreign Operations and Govern-
ment Information :
Moser, Dale E. . . . . . . . .. ... ... 6- 8-70 12-31-71 9,620 818 10, 438
Subcommittee on Intergovernmental Relations:
Gorman, RobertC. . . . . . . . . ... .. 8-23-71  3-24-72 11,516 745 979 13,240
Harter, Frederick A.2 . . . . . . . . . . . .. 1-10-72 6-30-72 8, 448 946 718 10,112
Oczkowski, William A. . . . . . . .. . ... 7-21-711 8- 9-71 864 . 73 937
Zlamal, CharlesE. . . . . . . . .. ... .. 7- 769 12-31-71 9,254 787 10,041
Subcommittee on Legal and Monetary Affairs:
Andres, PhilipJd. . . . . . . . ... ... 11-22-71  3-31-72 3,497 642 297 4,436
Lynch, William C. . . . . . . . . . . . . .. 6- 7-711  5- 5-72 17,020 1,378 1,447 19,845
Marek, Andrew G. . . . . . . . ... .. .. 9-13-71 10- 7-71 1,255 414 107 1,776
Tracy, RobertD. . . . . . . .. ... ... 10-19-71  3-31-72 6,222 1,076 529 7,827
Subcommittee on Special Studies:
Davies, Dawn E. . . . . . . . . . . . . . .. - 1-711 7-23-71 754.. 64 818
Hooper, Alan M. . . . . . . . . . . . . .. 6- 2-71 6- 2-72 18,616 . 1,582 20, 198
Singleton,Roy L.2 . . . . . . . . ... ... 6- 5-72 6-30-72 1,566 . 133 1,699
Committee on Interstate and Foreign Commerce:
Balakos,John N . . . . . . . . .. 4— 5-71 4- 2-72 14,597 . 1,241 15,838
Gadsby, J. William. . . . . . . .. .. ... 4— 5-71  4- 2-72 16,040 . 1,363 17,403
Subcommittee on Commerce and Finance:
Canter, RobertJd . . . . . . . . . . .. ... 9-22-69 12-30-71 7,829 . 665 8,494
Committee on Post Office and Civil Service:
Subcommittee on Manpower and Civil Service:
Bedell, WarrenrF2 . . . . . . . . ... ... 1- 3-72  6-30-72 11,531 . 980 12,511
Hugler, Edward T . 2-19-68 12-30-71 12,587 . R 1,070 13,657
Metz, Thomas . . . . 6-21-71 6-16-72 17,895 63 1,521 19,479
3- 2-70 12-30-71 12, 167 . 1,034 13,201
Stoner, Merle M2 . . . . . { 6-12-72 6-30-72 1,478 . 126 1,604
Subcommittee on Census and Statistics:
Cookfair, CalvinC . . . . . . . . . . . .. 1-31-712  6- 2-72 7,996 680 8,676
Glick,Jacob P . . . . . . . . . . ... L. 3-2-72 6- 2-12 7, 166 . 609 7,775
Subcommittee on Postal Service:
Schremp, Robert A . 8-3-71 9- 171 2,073 . 176 2,249
Select Committee on Small Business:
Michewicz, Chester F. . . . . . . . . .. 4-24-72  6-30-72 2,560 . 218 2, 778
Wagoner, Joe E e 4-3-72 6-30-72 2,276 . 193 2,469
Committee on the District of Columbia:
Subcommittee on Housing, Youth and Educational
Affairs :
Canter, Robertsz . . . . . . . .« .« . .. - 3-712  6-30-72 9,663 . 821 10,484
House Office Building Commission:
Medoff, Mamie? . . . . . . . . . . . . .. 10-20-69 6-30-72 10,949 . 931 11,880
Joint Committee on Atomic Energy
Melloy, Thomas E.,dr . . . . . . . . . . .. 1- 3-72  6-30-72 49,820 . 835 10,655
Sperry, Roger L . . . . . . . . .. ... .. 1-18-711 8- 6-71 2,162 . 184 2, 346
Total - - - -« - o oo $578,344  $30,262 $49,060 $657,766

! These amounts. which are 85 percent of the salary costs, include the
Government’s estimated share for personnel benefits payable to the Civil
Bervice Commission for the (1) Life Insurance Fund, (2) Retirement Fund,
and (3) Health Benefits Program. i

2 This individual’s assignment continued after June 30, 1972.

487-093 0-73-3

3 Thiscost Was reimbursed by the committee or subcommittee concerned.

« Beginning March 1, 1972, this cost was reimbursed_ by the committee
or subcommittee concerned under section 235 of the Legislative Reorganiza-
tion Act of 1970, as amended by Public Law 92-136.
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ASSISTANCE TO THE CONGRESS
Legal and Legislative Assistance

Committees and Members frequently call upon us
for formal and informal legal advice and assistance, re-
questing comments on the contractual, fiscal, and ad-
ministrative provisions of laws and legislative propo-
sals; drafts of legislation; and views on the propriety
of related administrative regulations.

Although many responses on legal questions are ren-
dered informally, formal opinions are often addressed
to Members and committee chairmen pursuant to spe-
cific request. For example, Senator J. William Ful-
bright asked what our current views were on the au-
thority of the United States Information Agency
(USIA) to enter into contracts for the production of
information which is to be distributed exclusively or
primarily within the United States. Our opinion, re-
affirming a 1963 opinion of our Office; stated that we
will not regard such contracts as valid unless USIA
first obtains express statutory authority for such con-
tracts.

At the request of Congressman Ken Hechler, we re-
viewed applicable provisions of the Federal Coal Mine
Health and Safety Act of 1969 and concluded that the
Secretary of the Interior acted without authority of
law in establishing the Anthracite Advisory Commit-
tee under section 101 d the act and appointing the
chairman and a majority of its members from persons
who had an economic interest in coal mining.

Pursuant to requests of a committee and an indi-
vidual Member, we reviewed the legal basis for the
United States Postal Service to grant to all headquar-
ters and regional office employees who retired between
May 16 and June 15,1971, a bonus equal to 6 months’
pay. We decided that, in view of the broad authority
of the Postmaster General under the Postal Reorganiza-
tion Act, there was no legal objection to the retirement
bonus.

Another committee raised a question concerning re-
covery of payments made under settlements of claims
asserted by Government contractors. We advised the
committee that final settlements by a contracting officer
are binding on the Government, without a showing
that the act of settlement was a gross mistake or that
the settlement was obtained by fraud on the part of
the contractor.

The Senate Foreign Relations Committee asked us
if its letter of July 28, 1971, to the Secretary of Defense
was sufficiently precise to constitute a proper request
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under the Foreign Assistance Act for the Department’s
Five-Year Plan to begin the 35-day period specified in
the statute for either the production of the requested
information or the invocation of executive privilege, on
penalty of a cutoff of the foreign assistance appropria-
tion. Because of the long history of the Committee’s
efforts to gain access to the Plan, we believe the re-
quest was sufficiently clear to initiate the specified
period onJuly 28.

The above examples illustrate the continued reliance
on our legal analysis and advice. Further, as is illus-
trated by the opinion on committee access to executive
branch planning documents, our views are sometimes
sought on legal questions involving the basic structure
of the Federal Government.

Testimony at Hearings

A very clear and direct form of our assistance to the
Congress is the presentation of testimony at committee
hearings. Representatives of our Office offer views on
specific pending legislation, as well as presenting the
results of our audits.

During the fiscal year 1972, GAO representatives
testified before congressional committees on 38 occa-
sions. As in past years, several of these appearances
concerned matters relating to legislative branch opera-
tions, including GAO’s access to executive branch rec-
ords and the exercise of executive privilege, as previ-
ously discussed. In addition, two hearings were held
by the Joint Committee on Congressional Operations
during which we discussed the progress toward imple-
mentation of a standardized budgetary and fiscal data
system which, as discussed on page 11, the Congress
mandated in the Legislative Reorganization Act of
1970.

With respect to broad questions of executive branch
administration and operations, we testified on the
President’s departmental reorganization plan, the pro-
posal to establish a Federal Executive Service, and the
potential for improved financial management and con-
solidation of Federal assistance programs.

We also discussed other matters which are of special
public and congressional concern, such as U.S. exports
and international trade, consumer safety, certain as-
pects of the narcotics problem, federally assisted urban
housing, environmental protection, and highway safety.

A complete list of GAO appearances and the subject
matter discussed follows.



ASSISTANCE TO THE CONGRESS

APPEARANCES BY GENERAL ACCOUNTING OFFICE REPRESENTATIVES AT CONGRESSIONAL HEARINGS
DURING FISCAL YEAR 1972

Committee Date Subject
Senate
Government Operations:
Subcommittee on Legislation and Military July 7, 1971 The President’s Departmental Reorganization Program.
Operations
Judiciary :
Subcommittee on Separation of Powers July 28,1971 S. 1125, the exercise of executive privilege.
District of Columbia:

Subcommittee on Fiscal Affairs Aug. 3,1971 H.R. 8712, to extend to the District of Columbia authority

under Public Law 89-473.
Public Works:
Subcommittee on Buildings and Grounds Sept. 28, 1971 S. 2479 and S. 1736, to provide for financing the acquisition,
construction, alteration, etc. of public buildings.

Labor and Public Welfare:

Subcommittee on Handicapped Workers Oct. 1, 1971 S.2506, to amend the Randolph-Sheppard Act for the Blind.
Commerce:

Subcommittee on Foreign Commerce and Jan. 25, 1972 The Export Expansion Act of 1971.

Tourism

Appropriations :

Subcommittee on Legislative Feb. 28, 1972 GAO’s budget estimates for fiscal year 1973.
Banking, Housing and Urban Affairs:

Subcommittee on Production and Stabilization Apr. 12,1972 S. 1901, to amend Section 719 of the Defense Production
Act of 1950.

Government Operations:

Subcommittee on Intergovernmental Relations Apr. 17,1972 S. 3140, to improve the financial management of Federal
assistance programs and to facilitate the consolidation of
such programs.

Government Operations:
Subcommittee on Executive Reorganization and May 2, 1972 S. 3419, to protect consumers against unreasonable risk of
Government Research injury from hazardous products.
Small Business:

Subcommittee on Monopoly May 10, 1972 Direct and indirect expenditures by Federal agencies for
prescription drugs.

Veterans Affairs May 18, 1972 Veterans not completing correspondence courses.
Banking, Housing,and Urban Affairs:

Subcommittee on Housing and Urban Affairs June 20, 1972 The Department of Labor’s administration of the Davis-
Bacon Act and a proposal to exempt certain types of
construction from the requirements of the act.

House of Representatives
Foreign Affairs :
Subcommittee on Europe July 88,1971 H.R. 8093 and H.R. 6882, designed to prevent narcotic
drugs from unlawfully entering the United States.
Government Operations:
Subcommittee on Foreign Operations and
Government Information July 8, 1971  Foreign currency exchange rates in Vietnam.
Post Office and Civil Service:
Subcommittee on Manpower and Civil Service July 8, 1971  H.R. 9442, additional executive level positions for GAO.
Public Works:
Subcommittee on Investigation and Oversight ~ July 14, 1971 Policies and practices followed by the Postal Service in
leasing and constructing facilities.
Government Operations:
Subcommittee on Foreign Operations and
Government Information July 16, 1971 Pacification and development programs in Vietnam.
Government Operations:
Subcommittee on Legal and Monetary Affairs  July 22, 1971 Administration of grants by the Law Enforcement Assistance

Judiciary:
Subcommittee #4

Sept. 21, 1971

Administration.

Limited use of Federal programs to commit narcotic addicts
for treatment and rehabilitation.
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ASSISTANCE TO THE CONGRESS

APPEARANCES BY GENERAL ACCOUNTING OFFICE REPRESENTATIVES AT CONGRESSIONAL HEARINGS
DURING FISCAL YEAR 1972 — Continued

Committee Date Subject

House of Representatives—Continued

Government Operations:
Subcommittee on Legal and Monetary Affairs Dec. 2, 1971 Administration of single-family mortgage insurance pro-
grams by the Detroit area office, HUD.
Appropriations :
Subcommittee on Legislative Feb. 22, 1972 GAO budget estimates for fiscal year 1973.
Post Office and Civil Service:

Subcommittee on Manpower and Civil Service Feb. 29, 1972 H.R. 13150, to provide that the Federal Government assume

the risks of its fidelity losses.
Government Operations:

Subcommittee on Government Activities Mar. 14, 1972 H.R. 12807, procurement of architectural and engineering

services.
Post Office and Civil Service:

Subcommittee on Manpower and Civil Service May 2, 1972 H.R. 3807, to establish and provide for the administration

of the Federal Executive Service.
Government Operations:

Subcommittee on Legal and Monetary Affairs  May 4, 1972 Administration of single-family mortgage insurance pro-

grams by the Detroit area office, HUD.
Judiciary :
Subcommittee #4 May 8, 1972 Narcotic addiction treatment and rehabilitation progress
in Washington, D.C.
Armed Services:
Special Subcommittee on Nonappropriated May 10,1972 GAO’s review of the management of nonappropriated
Funds in DOD funds in DOD.
Armed Services:
Special Subcommittee on Armed Services In- May 10, 1972 The relocation of the Army Intelligence School from Fort
vestigating Holabird, Md. to Fort Huachuca, Ariz.
Government Operations:
Subcommittee on Foreign Operations and Gov- May 16,1972 Difficulty of GAO in obtaining information from the ex-
ernment Information ecutive departments and agencies.
Merchant Marine and Fisheries:
Subcommittee on Fisheries and Wildlife Conser- May 24, 1972 Improvements needed in Federal efforts to implement the
vation National Environmental Policy Act of 1969.
Education and Labor:

Special Subcommittee on Labor June 1, 1972 Department of Labor’s administration of the Service
Contract Act of 1965 and the effects of certain proposed
amendments to the act.

Public Works:

Subcommittee on Investigations and Oversight June 21, 1972 Problems in implementing the Highway Safety Improve-
ment Program administered by the Federal Highway
Administration, Department of Transportation.

Armed Services:
Special Subcommittee on Nonappropriated June 26, 1972 GAOQ’s survey of the military commissariesin Europe.
Funds in DOD
Joint
Congressional Operations Mar. 1,1972 Standard budgetary and fiscal classificationand information
system.
Economic:
Subcommittee on Fiscal Policy Mar. 20, 1972 Administration of welfare programs.
Economic:
Subcommittee on Priorities and Economy in Mar. 27, 1972 Claims by shipyard contractors seeking additional com-
Government pensation from the Navy and the adequacy of cost
controls at commercial shipyards.
Congressional Operations Apr. 25,1972 Standard budgetary and fiscal data system.
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Assistance on House and Senate
Financial and Administrative
Operations

We maintain a professional staff at the Capitol to
audit the various revolving funds, other activities of
the House and Senate, and private organizations doing
business on the Capitol grounds. Our audits of private
organizations which conduct activities on Capitol Hill
are carried out pursuant to section 451 of the Legisla-
tive Reorganization Act of 1970.

Our staff also assists with management, financial, and
administrative problems when requested by officers of
the Congress. These requests are received virtually
every day and require close cooperation with these
officials on their immediate problems and on the de-
velopment of long-range improvements in their
operations.

At the request of these officials, we audited and re-
ported on the following activities:

Senate Office Beauty Shop

Senate Recording Studio Revolving Fund
House Recording Studio Revolving Fund
House Finance Office

ASSISTANCE TO THE CONGRESS

House Stationery Revolving Fund
House Office Equipment Service

We continued to assist the Committee on House
Administration by making special studies of various
operations of the House Restaurant which helped the
Committee significantly reduce the operating deficit.

Recommendations for Legislation

One of the provisions of the Budget and Accounting
Act of 1921, requires our Office to make recommenda-
tions to the Congress “looking to greater economy and
efficiency in public expenditures.” In cases where an
audit reveals that legislation is required or desirable,
our reports will include an appropriate proposal for
legislative consideration. In other cases, we may recom-
mend that the affected agency sponsor legislation.
Furthermore, we bring proposals for legislative action
to the attention of the committees of jurisdiction.

Those reports issued during the past year containing
legislative recommendations, together with certain
recommendations carried forward from prior years, are
discussed in Section 1V of the Appendix.
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CHAPTER THREE

SUPERVISION OF POLITICAL
CAMPAIGN FINANCING
AND REPORTING

Since our last annual report, the Congress enacted
two laws which make unique and significant additions
to the Comptroller General’s authority and responsi-
bility —the Presidential Election Campaign Fund Act
(title VIII, Public Law 92-178, approved Dec. 10,
1971), and the Federal Election Campaign Act of
1971 [Public Law 92-225, approved Feb. 7, 1972).

The Presidential Election
Campaign Fund Act

This act does not become effective until January 1,
1973, and does not require any substantial action on
our part until 1976.

Briefly, this act provides for a checkoff procedure
for Federal income tax returns whereby a taxpayer
can designate $1 of his tax payment ($2 for joint re-
turns) to go to a political party of his choice. Under
this law the Comptroller General is required to:

Certify to the Secretary of the Treasury for pay-
ment to presidential and vice presidential candidates
amounts to which they are entitled under the check-
off procedure according to the formulas prescribed
in the act.

News reporters examining campaign
finance reports in the Office of Federal
Elections Public Study Room.

POLITICAL CAMPAIGN FINANCING

Audit candidates’ reports of campaign expenses.

Report to the Congress on payments to political
parties and their campaign expenses.

Recover funds from candidates on the basis of
determinations of ineligible receipts or campaign
expenses.

In the Presidential Campaign Fund Act, the Con-
gress has for the first time empowered the Comptrol-
ler General, through his own attorneys and counsel, to
participate on behalf of the United States in litigation
in Federal courts. Specifically, the act authorizes the
Comptroller General :

To appear in and defend against any action
brought against him on account of any certifica-
tion, determination, or other action by him under
that act.

To petition the courts of the United States for
declaratory or injunctive relief concerning civil mat-
ters covered by that act.

On behalf of the United States, to appeal from
and to petition the Supreme Court for certiorari
to review judgments or decrees entered with respect
to such actions.

The Federal Election Campaign
Act of 1971

The Congress gave the Comptroller General respon-
sibility for administering this act (which became ef-
fective on Apr. 7, 1972) as it relates to campaigns
for the offices of President and Vice President. In ad-
dition, title I of the act requires the Comptroller Gen-
eral to promulgate regulations implementing the pro-
visions governing all Federal candidates’ spending for
media advertising (with the exception of certain pro-
visions under jurisdiction of the Federal Communica-
tions Commission).

Title I of the act, known in its own right as the
“Campaign Communications Reform Act” :

Limits the amounts which candidates for Federal
office may spend for using communications media—
television, radio, newspapers, magazines, outdoor
advertising, and certain telephone usage.

Controls the rates which broadcasting stations,
newspapers, and magazines may charge Federal
candidates.

Title III (Disclosure of Federal Campaign Funds)
of the act requires Federal candidates and their sup-
porting political committees to:

27
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Keep detailed accounts of Contributions received
and expenditures made.

Report to a designated supervisory officer at spec-
ified intervals (at least four times a year) complete
accounts of all receipts and expenditures.

The act designates as supervisory officers:

The Clerk o the House of Representatives for
House candidates.

The Secretary of the Senate for Senate candi-
dates.

The Comptroller General for presidential and
vice presidential candidates.

The duties df the supervisory officers are set out in
section 308 of the act as follows:

Sec. 308. (a) Itshall be the duty of the supervisory officer —

(1) to develop and furnish to the person required by the
provisions of this Act prescribed forms for the making of
the reports and statements required to be filed with him
under this title;

(2) to prepare, publish, and furnish to the person re-
quired to file such reports and statements a manual setting
forth recommended uniform methods of bookkeeping and
reporting;

(3) to develop a filing, coding, and cross-indexing sys-
tem cansonant with the purposes of this title;

(4)to make the reports and statements filed with him
available for public inspection and copying, commencing
as soon as practicable but not later than the end of the
second day following the day during which it was received,
and to permit copying of any such report or statement by
hand or by duplicating machine, as requested by any per-
son, at the expense of such person: Provided, That any in-
formation copied from such reports and statements shall
not be sold or utilized by any person for the purpose of
soliciting contributions or for any commercial purpose;

(5) to preserve such reports and statements for a period
of ten years from date of receipt, except that reports and
statements relating solely to candidates for the House of
Representatives shall be preserved for only five years from
the date of receipt;

(6) to compile and maintain a current list of all state-
ments or parts of statements pertaining to each candidate;

(7) to prepare and publish an annual report including
compilations of (A) total reported contributions and ex-
penditures for all candidates, political committees, and
other persons during the year; (B) total amounts expended
according to such categories as he shall determine and
broken down into candidate, party, and nonparty expendi-
tures on the National, State, and local levels; (C) total
amounts expended for influencing nominations and elections
stated separately; (D) total amounts contributed according
to such categories of amounts as he shall determine and
broken down into contributions on the national, State, and
local levels for candidates and political committees; and
(E) aggregate amounts contributed by any contributor
shown to have contributed in excess of $100;

POLITICAL CAMPAIGN FINANCING

(8) to prepare and publish from time to time special re-
ports comparing the various totals and categories of con-
tributions and expenditures made with respect to preceding
elections;

(9) to prepare and publish such other reports as he
may deem appropriate;

(10) to assure wide dissemination of statistics, sum-
maries, and reports prepared under this title;

(11) to make from time to time audits and field in-
vestigations with respect to reports and statements filed
under the provisions of this title, and with respect to al-
leged failures to file any report or statement required under
the provisions of this title;

(12) to report apparent violations of law to the ap-
propriate law enforcement authorities; and

(13) to prescribe suitable rules and regulations to carry
out the provisions of this title.

(b) The supervisory officer shall encourage, and cooperate
with, the election officials in the several States to develop pro-
cedures which will eliminate the necessity of multiple filings
by permitting the filing of copies of Federal reports to satisfy
the State requirements.

During the consideration -of the legislation, the
Comptroller General recommended establishment of
an independent, bipartisan commission to administer
the act. Senate bill 382, which became Public Law 92—
225, as passed by the Senate, contained a provision for
an independent Federal Elections Commission. The
House-passed bill, however, contained the provision for
three supervisory officers and it was this version that
prevailed in conference.

Office of Federal Elections

Because of the unique character of the duties and
responsibilities assigned to the Comptroller General by
these two statutes, a new office in GAO was estab-
lished —the Office of Federal Elections—to perform
these new functions.

The Comptroller General appointed as Director of
that office Phillip S. Hughes, former Deputy Director
of the Bureau of the Budget and widely known as an
outstanding career Government official. L. Fred
Thompson, a long-time career attorney in GAO, was
named Deputy Director.

During the planning and preparation for assuming
the responsibilities under the new law, we obtained
the services of Dr. Herbert E. Alexander as a consult-
ant. Dr. Alexander is Executive Director of the Citizens
Research Foundation and has authored several books
on political campaign financing. His advice and counsel
during this period were invaluable.

The Office of Federal Elections and the planning
task force which preceded it worked closely with the
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Clerk of the House and the Secretary of the Senate and
their staffs to formulate regulations and reporting
forms which would be as nearly identical as possible.
The simplification of the reporting requirements which
resulted from such uniformity is a credit to the diligence
of the respective staffs and should contribute signifi-
cantly to the success of the act in attaining its goals.

The regulations and reporting forms were issued
prior to April 7, 1972. The Office of Federal Elections
made an initial distribution of about 8,000 information
packets containing copies of the regulations, the forms,
the statute, a question and answer booklet, and return
envelopes. These were distributed principally to po-
litical committees’ mailing lists, obtained from the ma-
jor national committees, and to known presidential and
vice presidential candidates and committees. Additional
mailings were made from time to time designed to
reach as many committees likely to be affected by the
statute as possible and, thereby, to encourage wide
compliance.

As of June 30, 1972, the Office of Federal Elections
had 12 staff members. Certain functions relating to
processing and filing reports coming in have been per-
formed under contract. The workload peaks around
the specifiedfiling dates, and the requirement of the act
that the reports be made available to the public within
48 hours after receipt makes it impossible to regularly
staff this function with Government employees. Hence,
a contractor furnishes a temporary force when needed.

Reports, Review, and Analysis

At the same time a report is filed after processing
and made available to the public or press upon re-
quest, a copy is forwarded to the review staff for an-
alysis as to completeness and compliance with the re-
quirements of the act.

The quality of the reports varies. Large national
committees, as well as some labor and business com-
mittees, have computerized their accounts, employ
professional accountants, and are capable of rather
sophisticated reporting. Other committees manned by
volunteers do not always have trained accountants or
bookkeepers available. The newness of the act and its
detailed reporting requirements also affect the quality
of the reports, and all these have to be considered in
administering the act.

The staff continually analyzes committee and can-
didate reports. When errors or shortcomings are de-
tected, the treasurer of the committee or the candidate
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is informed at once to insure rapid correction or com-
pletion. Besides achieving quicker and more complete
compliance with the requirements of the act, this re-
view provides the knowledge and experience necessary
for later audits of the political committees’ and candi-
dates’ books and records.

Occasionally these preliminary reviews and analyses
reveal indications of serious violations of the statute
which necessitate referral to the Department of Justice.
For example, one such review revealed an unusual se-
ries of campaign contributions, each in the amount of
$6,000, and which, although bearing differentnames of
contributors, showed the same or similar ad